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TUESDAY, AUaUST 9, 1921. 

Unitbd States Senate, 
gommitteb on interstate commerce, 

WashingUmy JD. C, 

The committee met, pursuant to call, at 11 o'clock a. m., in Boom 410, Senate 
Office Building, Senator Albert B. Cummins presiding. 

Present: Senators Albert B. Cummins (chairman), Townsend, La Follette, Poin- 
dexter, Watson, Kellogg, Femald, Smith, Pomerene, and Pittman. 

The Chairman. The committee wil come to order. 'T"wo days ago ISenator Tow- 
send introduced the bill No. S. 2337, to amend the transportation act and also the 
War Finance Corporation act. I will place the bill in the record. 

"A BILL To amend the transportation act, 1920, and for other purposes. 

" J5« it enacted by the Senate and House of Representatives of the United States of America 
in Conqress assembled. That section 207 of the transportation act, 1920, is amended 
by adding at the end thereof two new subdivisions to read as follows: 

*' *(h) Any bond, note, or other security, acquired under the authority of this sec- 
tion after this subdivision takes effect, may, at the option of the President, (1) bear 
interest at a rate of 6 per cent per annum, and in such event shall be received at 
par less such discount as may, in the opinion of the President, represent the custo- 
Toaxy and reasonable expense of marketing such bond, note, or other security; or 
(2) bear interest at a rate less than 6 per cent per annum, and in such event shsdl 
be received at a price to yield an annual average return, including interest and ap- 
preciation, if held to and paid at maturity, of 6 per cent of such price, such price 
to be subject to such further discount as may, in the opinion of the President, repre- 
sent the customary and reasonable expense of marketing such bond, note, or other 
security. 

' ' ' (i) The President may readjust any final settlement made with a carrier before 
this subdivision takes effect, for the piupose of funding, in accordance with the pro- 
visions of this section, any indebtedness of such carrier to the United States existing 
before such settlement was made, arising out of additions and betterments made 
during Federal control and properly chargeable to capital account.* 

' ' Sec. 2. That the War Finance Corporation act, as amended, is further amended 
by adding at the end thereof a new section to read as follows: 

* * * Sec 22 (a) The corporation may purchase from the President and the President 
may sell to the corporation any bonds, notes, or other securities acquired by the 
President either before or after this section takes effect, under authority of the Federal 
control act, the transportation act, 1920, or the act entitled "An act to provide for the 
reimbursement of the United States for motive power, cars, and other equipment 
ordered for railroads and systems of transportation, and for other purposes,'' approved 
November 19, 1919, at an agsregate purcnase price not exceeding $500,000,000. Any 
0uch securities shall be pui^nased at the prices, and subject to tne discounts, if any, 
at which acquired by tne President. 

" *(b) Wherever, in the opinion of the board of directors of the corporation, market 
conditions justify, any such bonds, notes, or other securities, acquired by the cor- 
poration under this section, may from time to time be sold, marketed, or disposed 
of by the corporation at not less than the original cost thereof to the corporation. 

** *(c) Any such bonds, notes, or other securities, not purchased by the corpora- 
tion, may, at the request of the President, be sold, marketed, or disposed of by the 
corporation, as selling agent, at not less than the price at which originally acquired 
by the President. 

** '(d) The corporation may employ for the purposes of this section such agents 
or agencies as it deems necessary. 
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(e) The j,. eds of all bonds, notes, or other secirrities, sold by the President 
to the corporation or by the corporation as selling agent, shall be a fund to be used 
by the President for the purposes described in section 202 of the transportation act, 
1920/ 

** *(f) Whenever used in this section the term "President" includes any a^nt or 
agency designated by him under the authority of any of the acts specified m sub- 
division (a).' " 

The Chairman. It is understood that Senator Townsend introduced the bill at 
the request of one of the executive departments, and that, as a matter of feict, it waa 
()repared in one of the departments. I think Mr. Meyer, of the War T^inance Corpora- 
tion, has had much to do with the preparation of' the bill, and he has been callea this 
morning for the purpose of making a statement upon it. He reauests that he be per- 
mitted to make the statement without interruption, and that wnen he has ifiadc his 
statement, that then whatever questions the member^ of the committee may desire 
to put to him shall be put to him. 

Proceed, Mr. Meyer. 

STATEMENT OF EUGENE METER, JB., MANAGING DIBEGTOB WAB 
FINANCE COBPOKATION, WASHINGTON, D. C. 

Mr. Meyer. The reason, gentlemen, why I ask to be allowed to finish my state- 
ment without interruption is because I find that frequently I anticipated many of 
the c[uestions that may be asked, and I think that is the most expeditious way of pre- 
sentiiig the matter. I shall be glad to answer questions, so far as I am able, in due 
course. 

The bill before us amends the transportation act in very simi)le respects. It merely 
provides that there may be a modification of the terms on which the President takes 
securities representing indebtedness from the railroads to the Government under 
powers already existing ; that is to say, he has powers now to take securities. This first 
provision modifies the terms. It is done for this reason. In the first place, if the 
railroads were selling their securitieB in the normal way through their thanking dis- 
tributors to the public and investors, there would be a charge for the distribution. If 
the United States Government is to realize on these securities, the cost of distribution 
must be paid by somebody, and it seems only fair that the railroads whose obliga- 
tions are involved should stand th^ burden, even where the Government intervenes 
temporarily^ It will facilitate the marketing of securities for the Director General 
or for the War Finance Corporation, if this bill is passed, to be able to pay the reason- 
able cost of distributing the securities to the investors. 

Tlie bill alsQ provides that the President may take securities not only at par with 
6 per cent interest but, in the case of securitieB bearing a lower rate of interest, at 
such a discount as to make, in effect, the net cost of the funds to the railroads «> per 
c•on^ through amortization plus the interest. 

The other provision momfying the transportation act permits the President to 
take the same action, so far as funding is concerned, with reference to the roads which 
have already settled with the United States Government as is authorized to be taken 
in connection with the roads which have not ^ret done so. Perhaps the Director 
General, or some other officer of the Government in more direct conta!ct with railroad 
affairs, could go into theseparticular matters more fully. 

Section 2 modifies the War Finance Corporation act and authorizes, in section 22, 
paragraph (a), the selling by the President of the securities which the Preddent> 
either before or after the act takes effect, acquires from the railroads. And it also 
authorizes the War Finance Corporation to purchase securities from the President at 
the same prices at which he takes them from the railroads, the securities to be sold 
by the President at not less than the cost to the United States Government, and to 
be sold by the War Finance Corporation at not less than the cost to the War Finance 
Corporation. 

Paragraph (b) authorizes the resale, at not less than cost, of the securities which 
may be taken from the President whenever the market conditions permit and justify. 

Paragraph (d) authorizes the corporation to employ such agencies as may be neces- 
sary to help in the marketing of the securities. 

raragrajm (e) disposes of the proceeds of the sale of securities by the President in 
accordance with the terms of section 202 of the transportation act. 

The last paragraph simply defines the tenn "President" as including any agent 
or agency dedicated by him. 

In effect, this bill, if passed, would largely be a revival of the powers given to the 
War Finance Corporation in section 9 of its original act, under which, during the war 
and subsequently, it loaned and agreed to loan considerable amounts to railroads. It 
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is true that under the present bill the War Finance Corporation will not deal with the 
railroads. The railroad business rests with the Director General or the President 
under existing authorit^r. and our power would be limited to buying such securities 
from the President as might seem to be safe and sound. 

Previoufidy, the War Finance Corporation, when Mr. McAdoo was Secretary of the 
Treasury and Director General of the Railroads, agreed to advance up to $100,000,000 
on railroad seciuitieB, at his request. The actual loans were made subsequent to Mr. 
McAdoo's resignation as Secretary of the Treasury, but while he was still Diredtor 
General, to the amount, I think, of about 170,000,000, more or less. 

In March, 1919, on the ^lure of the required appropriation, the War Finance Cor- 
poration was called upon to advance considerable sums to the railroads, and this was 
done on certificates representing the obligation of the Director General of the Rail- 
roads to pay the roads their compensation under the Federal control act, when 
Congress made the necessarv appropriation. This appropriation was provided late 
in the Spring of 1919. and all the loans thus made were paid off and liquidated. 

It was an interesting situation, because it was not clear at the time just how the 
railroads were to be kept in funds to maintain operations, let alone to make payment 
of interest on first mor^iges and other securities held'by trustees and savings banks 
all over the country. We suggested the plan that was aaopted, and it was successful 
not only in that it met the emergency, but also that it met the emergency with the 
minimum use of War Finance Corporation funds. I think that, while the certificates 
issued at that time by the Director General aggregated $290,000,000, the War Finance 
Corporation actually advanced to the railroads only $65,000,000. We were able then 
to secure the cooperation of the bankers of the country genendly, as well as of those 
railroads which were able to finance themselves through banks on their own credit, 
and of large manufacturing companies which had contracts with the Director General 
lor the ccmstrliction of equipment. In the beginning the bankers and the railroads 
asked the War Finance Ck)rporation to undertake the first burden entirely. We had 
a limit, not of funds, but of authority, available in connection with advances under 
section 9 of a little over $300,000,000. It was si^gested that the War Finance Cor- 

? oration use $300,000,000, and that later the matter could be taken up with the bankers, 
personally aeked the bankers and the railroads to cooperate on a plan which was 
certain to meet the situation, so that, estimating a need — ^before Congress might meet 
and provide an appropriation — of a total of $800,000,000, we agreed to lend, roughly, 
three-eighths of the current needs monthlv. As a matter of fact, we did not even 
lend that much proportionately. The bankers cooperated on that occasion in a very 
helpful way, and so did the ndlroads and the industrial manufacturing companies 
which took the obligations c^ the Director General. 

Under this bill, however, as I have stated, there will be no transactions between the 
War Finance Corporation and railroads. The only securities we would purchase 
would be those taken by the President in settlement with the railroads for their addi- 
tions and betterments account. 

The fimding of additions and betterments by the Govenmient was contemplated 
at the time of the passage of the War Finance Corporation act, in April, 1918, because 
in section 9 of that act there is a specific mention of loans to railroads in connection 
with additions and betterments. Additions and betterments, it was recognized, were 
necessarily capital expenditures, whereas the other accounts were matters of current 
income and expense; capital expenditures must be financed either through the invest- 
ment market or through some other agency. 

Not only was the funding of improvements and betterments mentioned in the 
original act, but it was mentioned in connection with an exception to the terms of the 
rest of section 9 in order that more favorable consideration might be given to the 
funding of additions and betterments. While loans to railroads, as to all other bor- 
rowers under the terms of section 9 required a margin of security of 25 per cent above 
the principal amount, an exception was made in connection with railroad loans 
involving the funding of additions and betterments on which that margin of security 
was not to be exacted. However, during the term of the war powers and until the 
end of July, 1919, when demobilization had been pnjictically completed, we made no 
loans under that particular authority. We were not asked to do so. 

Capital expenditures can not be offset in the balancing of operating accounts, rents, 
taxes, and similar charges. They always have to be funded, and normally, of course, 
they are funded through the investment market. 

In connection with the problems involved in the settlements between the Rail- 
road Administration and the railroads, this question has been discussed widely for 
some time. And it was proposed from many directions that an appropriation should 
be asked of the Congress to bring about the funding of the betterments and improve- 
ments, permitting the director general to settle the indebtedness of the Government 
on current account in cash. 
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It does not seem to me that an appropriation is either necessary or advisable. I say 
that because I believe the War Finance Corporation can intervene in the present 
situation, in a temporary way, and help to restore the normal functioning of the 
railroad investment market. I do not mean by that that there is any power in the 
War Finance Corporation to accomplish the impossible or even the extraordinary. 
But I believe tJiat the tendency is already in the direction of an improvement in the 
investment msirket for railroad securities. And I believe, also, that our plan of 
intervening temporarily holds out sufficient promise of success to justify it, and I 
think that it is the better way, because it ie on the line of march toward the normal. 
• In effect, what is proposed here is the financing of the needs of the Railroad Adminis- 
tration, and, through it, of the needs of the railroads, by the temporary use of the 
resources of the corporation, by which I mean its power and influence in restoring 
railroad credit along sound lines as well as the use of its funds. 

I cited a moment ago an illustration of the intervention of the War Finance Corpora- 
tion in the spring of 1919, where the use of $65,000,000 made available a total of 
$290,000,000. There were numerous other instances where the interv-ention of the 
War Finance Corporation, *with its willingness to help, made available resources Id 
the investment market or in ttie short-time banking market. 

I remember one instance of $15,000,000 owed by a railroad on loans irhich the 
bankers were unwilling to extend; we intervened and said that we would lend what 
would be necessary, but at the same time we called in the bankers and asked them 
to see if they could not arrange extensions. In the end we did not have to lend 
anything. 

In other cases we intervened, and, by offering to take care of the railroad needs 
but requiring that they do their best in tJie investment market and with their bankers 
or any other bankers, we were able to reduce very materially the need for our funds. 

It 18 of interest, perhaps, to inquire why railroad credit is not at the moment par- 
ticularly good, why funds can not be raided in the investment market in the normal 
way. I think the principal reason for the depressed condition of railroad credit 
may be attributed to the operating accounts of the railroads for the past six or eight 
months. 

Normally, the first six months of the year is the period of low earnings for railroads, 
because the gross traffic is less. An extreme instance would be the <>reat Northern 
Failroad, which hauls in tons in March perhaps 50 per cent of what it hauls in October. 
That, as I say, is perhaps an extreme instance, but all railroad tonnage is apt tabe very 
much lower in the first six months of the year than in the second. 

We have been passing through an acute commercial contraction, even perhaps a 
crisis, in the first six months of this year. This has reduced the gross business of the 
railroads to figures which prevented their making the sort of a showing in their net 
earning that would be regarded by the investor as an indication of a sound basis for 
safety in railroad investments. 

That condition, I believe, is improving. I think the gross business of the railroads 
as a whole is on the mend. There may be exceptions in certain territories wjiere steel 
and iron and coal and coke business is specially depressed at the present time, but, 
on the whole, the gross tonnage is being restored. And I believe that the restoration 
of the gross tonnage on the railroads as a whole will result in a restoration of gross 
earnings, and also of net earnings, which will mean, within a reasonable time, the 
restoration of railroad credit. 

The net earnings, as reported, are already improving. But it must be remarked 
that the recent increases in net earnings through decreases in operating expenses have 
been achieved, to no inconsiderable extent, oy what is known as ** skinning" the 
maintenance accounts. While the lack of cash funds made that a matter of necessity, 
not of choice, we can not contemplate a continuance of that undermaintenance on 
the part of the railroads, because it would ultimately mean, if continued, a breakdown 
of our entire transportation system, physically bb well as financially. 

The statement of the director general showed that the railroads were behindhand 
on audited vouchers some three hundred million dollars. I know that many of the 
railroads are postponing every dollar of maintenance expense that they can and are 
repairing cars only to the extent that it is necessary to ^et them through to destination. 
With the increa^ng volume of business that comes in the fall, there is even some 
risk that, in spite of the fact that there are a lai^e number of idle cars, we may find 
a little later, m the fall and winter, a shortage of cars in good order for transportation 
purposes to carry the country's business. 

I would like to say a word here regarding the funds involved in this measure. The 
War Finance Corporation was creat^ with $500,000,000 capital, all of which was paid 
in and is now intact. Four hundred and three million dollars of these funds are on 
deposit with the Treasury to Hie credit of the corporation. The earnings of the corpo- 
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Tation are invested,, for the most part, in Treamiry certificate^, some $32,000,000, and 
the balance of its funds are invested in the loans made during the war and since, 
under l^e war powers and under the export financing authority. The funds that the 
War Finance Cforporation might need, tnerefore, would be obtainable either from i.ts 
credit with the Treasury or from its own bonds, which it has power to issue and which 
it did issue, in March, 1919, to the extent oi $200,000,000. 

Senator Poindextbb. What is the limit of Authority to issue bonds? 

Mr. Mbter. The authority to issue bonds under the original act fixed the limit at 

$3,000,000,000, but that authortiy was given in connection with our war powers and 

in conten^lation.of a long war and, possibly of very large needs for rediscounting for 

banks. While the limit still remains at $3,000,000,000, there is no authority to use 

an>r such sum. So, of course, no such amiount of bonds would ever be issued. I 

believe that the market will take any amount of War Finance Corporation bonds that 

ra may be issued under this authority, or under the provision now being considered by 

(■ the House in connection with the measure passed by the Senate the other day for 

lie agricultural relief. 

ir In practice, if this measure is passed, we should, as a matter of policy, endeavor to 

raise funds from the investment mar%t to a considerable extent. There are already 
in the possession of the Government a large quantity of railroad securities, and there 
is particularly an issue of equipment trust certificates, aggregating $322,000,000 which , 
the President holds under authority passed by Congress a year ago. 

I believe that, with the help of tne War Finance Corporation, and with proper 
authority to sell, which we havld incorporated in this bill, and which does not now 
«xist^ a market may be found for some of these equipment trust securities. I think 
thero are perhaps other securities, now in the possession of the Government or to be, 
taken by the Director General in further funding operations, which under this bill 
or other legislative authority might be sold gradually in the investment market. I 
believe that, during the next six or eight months, vefy considerable amounts could 
l>e marketed if the present tendencies toward improved gross and net earnings of  
Inroads, easier money in the investment market, and therefore improved prices for 
all forms of investment securities continue. 

The Ways and Means Committee of the House asked me the other day to appear 
before it for the purpose of testlEying as to what funds should be provided by taxation 
in connection with this proposed legislation, and I stated that, in my opinion, with 
the improving gross and net earnings of the railroads, with this legislation enacted so 
that they would be put in funds to pay their bills and go sheaA with their improve- 
ment work, with the stimulus to the general business of me country which comes from 
activity on the part of railroads in purchasing, and if the Congress would see fit to 
adopt the recommendationB which two Secretaries of the Treasury have made with 
regari. to the reduction of the upper brackets of the surtaxes, I would be justified in 
8a3ang that, between now and June 30, this measure not only would involve no funds 
which t|ie Congress would have to supply in one way or another, but that, on the 
pth^ hand, we may be able to get out of the investments now hdd by the Government 
some very considerable amounts to return to the Treasury. That, of course, gentle- 
men, is a matter of the future, but I ieel confident tiiat the statement is justified. 

I have examined not only the equipment trust certificates, but also the amounts 
that the railroads owe in connection with improvements and betterments, and I am 
glad to say that the latger amounts are owed by railroads whose credit, perhaps, will 
Be the first to be restored and, therefore, whose financing in the investment market 
should be most easily accomplished. 

The present equipment trust certificates, held by the Director General, provide 
that the Director General may take the last five installments out of the 15-year certifi- 
cates, subordinate them, and sell any partpf the first 10 years as a first mortgage. 
That was done because it was realized maX the equipment was bought and mortgaged 
at a price that would probably be above the market when railroad equipment declined 
in cost, as it has already. 

Now, the passage of this bill in itself would be beneficial on railroad credit. In 
fact, the President's message and the possibility of this action already has had con- 
siderable effect on the market for railroad securities. 

It is, furthermore, of importance in its possible effect on the industry and labor 
of the country, because the railroad purchases, when they are preceding at a normal 
pace, are a very large factor in our total industry and, therefore, in the employment 
of labor. It is estimated, I think, that some 200,000 additional men would oe imme- 
diately put to work by the railroads on maintenance of way and maintenance of 
e9uipment, if funds were available. But that figure refers only to the labor employed 
directly in connection with maintenance. Repair work on cars in outside shops and 
new car orders also are important items. 
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I have made some inquiry in connection with the equipment industry. I find that 
the locomotive shops are working at 20 per cent of normal capacity, the car shops 
at about the same percentage. A little business for foreign orders and a Httle of the 
inevitable and absolutely essential repair work is about ail they have. 
* Large quantities of coal, fuel oil, iron, steel, lumber, and other materials are in- 
volved in the restoration of the railroads to their normal purchasing power. The 
extent to which employment of labor is involved would be very difficiSt to estimate, 
but to say that the employment of 1^000,000 men during tiie coming winter is at stake 
by the passage of some measure of this kind, or of some other measure that will produce 
the same result, I think is a verv conservative estimate. The general effect on the 
commerce of the country would be most important; with $3(X),000,000 of unpaid 
audited vouchers now due by the railroads, it is apparent that the translation of them, 
through railroad supplv firms to other people and other business, would make the total 
amount of frozen bant loans involved in this unpaid account of $300,000,000 very 
much larger. 

It is estimated, roughly, that in normal times one-sixth of the entire production of 
this country has been devoted to the extension of plants, and, of course, one of our 
plants that has suffered most during the war and afterwards has been the railroad 
plant. There has been practicallv no extension of railroad plant in proportion to the 
growth of the country or the needs of the people. It might interest you to know at 
this point that the average construction of rcdlroad mileage for the past four years was 
675 miles. For the last year, 1920, it was 314 miles, against a 20-year average of 3,128 
miles. The industry as an industry has been stagnating. 

The bill passed by the Congress, which was intended to rehabilitate the railroads, 
failed, in my opinion, to do so as promptly as might have been expected, largely on 
account of the collapse in general ousiness and the resulting loss in tonnage. A fac- 
tory may operate and pay expenses at 70 per cent of its normal volume, but on account 
of the very large amount of fixed chaiges, and of inelastic charges that can not be 
reduced materially, regardless of the volume of business, the railroads are not in that 
position. I do f ot think, therefore^ that the transportation act has had a fair trial, 
and I do not beheve we can generalize as to the results that we may expect from the 
conditions which we have been undergoing. 

Involved in the question of the employment of labor, which I think is very much 
interwoven with tms or some other measure that will accomplish the same result, 
is the market for agricultural products. With labor fully employed, we will have a 
la^er consumption of cotton goods, woolen goods, and food products. 

The effect on the banking system is of the greatest importance, because the restora- 
tion of the credit of tiie railroads means the restoration of the investment values of 
the savings baxycB and ibhe great fiduciary institutions that hold railroad investments. 
The liquidation of large amounts of frozen loans would permit the banks now holding 
these loans to reemploy the funds for new activities. 

The effect on the Crovemment revenue, if this would revive business substantially, 
is of course another important factor. Taxes must be collected out of income to a 
great extent in this country, and if, without using any improper method, we can do 
anything to restore business, we are restoring Government revenues. 

And, gentlemen, one of the most important results that, I think, would come from 
the restoration of the financial condition of the railroads so that they could pay their 
bills and do their improvement work, would be a more prompt reduction of rates than 
can be expected under present conditions. I believe that, with the restoration of 
gross and net earnings which would come from a restoration of general business, 
material reductions in the rates, especially in some rates, and on certain commodities, 
' and in special territories, oiight to follow. I think that, as soon as the railroads' busi- 
ness is restored, they will want to reduce their rates as a matter of good business, but, 
in any event, there is ample power in the Interstate Commerce Commission to r^ulate 
rates in such a way as to keep the earnings of the railroads within reason. 

I would say that tiie general condition of the country is now improving steadily. 
There is a great deal of pessimism, but that does not deter me from saying that, in 
spite of the pessimism, we are on the upgrade. 

I think that this measure, if pagsea, will accelerate the restoration. Time is a 
very important factor in this restoration^ because of the coming on of winter, and 
the great d^ee of imemployment in our industrial labor. If we can put our industry 
to work, and do it with reasonable promptness, we will avoid much suffering and much 
economic loss during the coming months. 

This measure, I believe, together with the agricultural relief that promises to be 
furnished bv the bill just passed by the Senate and now under consideration in the 
House, would mean the end of the period of contraction and liquidation which we haye 
been undergoing for the past year and a half. I do not mean by that that we will 
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jump into a period of violent activity, but I believe that it will mark ih.e beginning 
of the real reconstruction. And as I have said, it would mark the beginning of the 
return of capital funds to the improvement of the plant that we need to improve and 
expand in this country. 

Agriculture has been occupying my mind almost to the exclusion of all other matters 
during the past year. And yet we must recognize that agriculture can not be made 
prosperous merely by lending it money to carry commodities. Financing agriculture is 
of vital importance, but the market for agricultural products w even more important, 
and tie industry of the country must be restored simultaneously with agriculture, 
or it can not be done at all in either case. 

Transportation efficiency is vital to our industry and to our agriculture. It is funda- 
mental. And labor must be fully and productively employed in order to produce 
what we call national prosperity. 

I feel that this problem is essentially a national problem. The railroads are a 
national asset if they are properly managed, and it seems that there^s ample power in 
the Government, under existing law, to see that they are managed in accordance with 
the public interest. 

This bill contemplates no gift. It proposes to get the best security. The Director 
General now must get tiie best security he can get, and as far as the War Finance Cor- 
poration is concerned, it does not propose to take from anybodv secmities which, in 
its judgment, are not absolutely sound. And, furthermore, all the securities taken 
would be taken with a view to the promptest possible sale in the investment market. 
The power, the influence, the standing, as well as the funds of the corporation, could, 
I think, be used to assist in restoring railroad credit on a very large scale if this measure 
is passed. The history of the corporation has been that it has used the minimum of 
Government funds and obtained the maximum of cooperation from the bankers and 
the investment market. It would be the endeavor of the corporation, if this power is 
granted or intrusted to it, to proceed in accordance with its established policy, and I 
believe that results of the most helpful character to all of the people of all sectionp of 
the country might be obtained. 

Mr. Chairman, I would be glad to answer any questions. 

The Chairman. Senator Townsend, do you desire to make any inquiries of Mr. 
Meyer? 

Senator Townsend. There are some things connected with the proposed bill 
which your statement has clarified a little bit. One of them was— ^and that question 
is bein^ asked by nearly every one who has given any consideration to it — to what 
extent is the Public Treasury to be obligated in these transactions which you propose 
shall be made by the War Finance Corporation? Now, I understood you to say a few 
minutes ago that you already have to your credit appropriated to the War Finance 
Corporation, set aside to that corporation, something over $400,000,000. Is that 
correct? 

Mr. Meyer. That is correct, Senator. 

Senator Townsend. That money can not be used for any other purpose? 

Mr. Meyer. By the War Finance Corporation? 

Senator Townsend. By the War Finance Corporation? 

Mr. Meyer. Well, our funds are on deposit with the Secretary of the Treasury — 
with the Treasurer of the United States — and they are lumped with the general 
funds. 

The War Finance Corporation, under its existing powers in connection with export 
trade, could draw on any or all of that money at any time by a resolution of the Board 
of Directors. The Government bought or subscribed to the capital stock of the cor- 
poration to the extent of 1500,000,000. At one time the entire sum was engaged 
either in loans for war purposes or invested in Liberty bonds or Victory notes. We 
had large transactions in the Government bond market during the war and subse- 
quently, and then, as we liquidated our loans and our holdings of Government bonds, 
we accumulated cash and it was thought that we could do no better than to deposit 
it with the Treasurer of the United States, without interest, of coiu-se, to the War 
Finance Corporation. 

Senator Townsend. This corporation does not make money out of the interest 
on the money which it received? 

Mr. Meyer. Well, the interest on the loans accrues as earnings. 

Senator Townsend. To the corporation? 

Mr. Meyer. Yes, sir. At the present time we have about $100,000,000 of loans, 
and the interest on these loans, as collected, accrues into the surplus or earnings 
fund of the corporation. 

Senator Townsend. Now, is it proposed under the one section of this bill here to 
make a settlement and adjustment of the accounts between the railroads and the 
Government? 
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Mr. Meyer « The settlements between the Government and the raikoads are pro- 
vided for under the raihxMul legislation already enacted, with authority to fund better- 
ments and improvements if the Director General sees fit. 

Senator Townsend. Well, now, I understood from the President, and that was 
oonvey^ed clearly in his message to the Congress, that one of the objects of this legis- 
lation is to effect a settlement with the railroads, determine some of the possible 
claims which the railroads may have against the Government. 

Mr. Meyer. The settlements are under discussion all the time. Senator, and, as 
the Director General is able, he takes up each account with the railroads, as I imder- 
stand it, and settles in accordance with the facts and figures, either by agreement or, 
if they can not agree, by resorting to the other methods of settlement provided in the 
act, whatever they may be. 

But I suppose that the ability to fund and the willingness to fund on the part of the 
Director General — I do not want to speak for him, and I think you should ask him 
this — ^will be connected with the proper settlements by the railroads. 

Senator Townsend. Did those who drafted this bill contemplate a settlement of 
these claims before these securities are sold? 

Mr. Meyer. Yes, sir; I so understand. Of course, as far as the equipment trusts 
are concerned, they are now in possession of the President, and would have nothing 
to do with any settlements. So far as any funding of additions and betterments by 
the Director General is concerned, my unaerstanding is that an agreement on his part 
to fund would be connected with satisfactory settlements between him and the road 
in question. 

Senator Townsend. Is it your idea that you would use out of this $400,000,000 such 
money as might be necessary, or would you sell bonds? 

Mr. Meyer. We would do whichever seemed best in the judgment of the Secretary 
of the Treasury at the time. If we can market some of these securities promptly, it 
might not be worth while to issue bonds to cover a necessity which might be very 
short, and he might prefer to advance the necessary funds for a few months. On the 
other hand, he might prefer that we raise the funds through our own bond issues. 

In the Agricultural bill which you have just passed, you authorize the War Finance 
Corporation to issue its bonds for as short a period as six months. We issued 
$.200,000,000 of one-year bonds in 1919 to meet the railroad situation at that time. 
The loans were repaid within four months and then we had outstanding a large amount 
of bonds running for a year with no particular need for the funds. The minimum 
period of maturity for our bonds has been shortened to six months in the bill which 
you passed, and that will enable us to raise the money needed outside of the Treasury, 
if the Secretary of the Treasury so prefers. 

Senator Townsend. What do you think of having a provision in this bill requiring 
that any money that will be usea shall be obtained from the sale of bonds? 

Mr. Meyer. It seems to me that it is better to leave it as it is now; that is, within 
the discretion of the Secretary of the Treasury. It is not so very important to make 
it mandator>\ T see no particular advantage in it, Senator, because the Secretary of 
the Treasiuy would do it in whatever way he thought was to the best interest of the 
Treasury and the Government. Nothing was put in the bill, simply because it was 
thought to be unnecessary. The Secretary of the Treasury has full control over the 
matter. No bonds can be issued without his consent. Naturally, we would not be 
able to draw on the funds in the Treasury ^-ithout his approval, so there could be no 
conflict between the Secretary of the Treasury and the War Finance Corporation, 
if you had that in mind. 

Senator Townsend. Yes. Now, have you looked into this railroad situation 
sufficiently to determine whether there is a crisis now on or before us in reference 
to the railroad problem, which must e settled by this or some similar action right 
away? 

Mr. Meyer. Well, I would prefer that you ask the Director General and the Inter- 
state Commerce Commission about that. My personal opinion is that there is an emer- 
gency. I think the fact that there are such large amounts cf unaudited vouchers, 
and that, as I understand it, the railroads have been compelled to reduce their main- 
tenance work to a dangerously low point — certainly in some cases — shows that there 
is an emergency. Now there is no doubt about the fact that the railroads have been 
compelled to reduce their buying to the lowest possible level, without regard to their 
necessities, without reeard to what good railroad practice would demand as to the 
physical condition of tne property, but onlv with reference to the deficiency in cash 
resources. Railroads that have never been behind in their payments are now behind, 
and very laigely. I think that an emergency exists, if we consider that extensive 
unemployment of labor constitute an emergency; and I think that the passage of this 
measure, or some other similar measure, the restoration ot railroad credit and finance, 
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and the ability of the raihoads to purchafie and to pay their bills, would be most im- 
portant factors toward restoring prosperity. 

Senator Townsend. And you are firmly convinced that this is going to restore 
confidence in the railroad investment market? 

Mr. Meyer. I think that conditions are already working an the ri^ht direction to 
restore railroad credit. I would not want to say that this measure, if enacted, is in 
itself going to do all of that, but the conditions are workmg in that direction now. 
The relation of increased gross to railroad credit, through its effect on net earnings, 
is a very important factor. I think that we can materially accelerate a resumption 
of business activity. Confidence is as important an item in railroad credit as in any 
other credit, and I think we can do a great deal to restore that. The fact that the 
railroads are going to be able to get money somewhere in case of need will make in- 
vestors more willing to put their money in their securities. 

Senator Townsend. I do not want to occupy all the time, Mr. Chairman. 

The Chairman. Is it the desire of the committee to remain in session after 12 
o'clock? 

Senator Kellogg. I have to go to the Senate. 

Senator Smfth. There are matters of such importance coming up that it would 
necessitate my going just now to the Senate. 

The Chairman. It is about 12 now, and if that is the desire of the committee we 
must take an adjournment at this time until to-morrow, because I take it that other 
members of the committee will desire to ask some questions. 

Senator Townsend. I want to say to you, Mr. Chairman, what I have said to you 
already before. I took the liberty of inviting Mr. Meyer to come up here and also 
Mr. Davis, for the purpose of explaining a bill which was new to me. I did not assist 
in the preparation of the bill, it is known, and I wanted to know the emergency or 
the particular reasons that existed for the passage of this bill, and just w^at its pro- 
ponents had in mind, and so I thought that for the committee to be able to consider 
even whether it wanted to go on with the question at all or not it would be important 
that we should know what the real situation is here. That was the object. 

The Chairman. That was the right thing to do, but inasmuch as Mr. Meyer has 
opened up the subject he must, of course, be permitted to finish. 

Senator Townsend. Of course that is the onlv wav we can get at it. 

The Chairman. We will adjourn now until 10 o'clock to-morrow morning. 

(Thereupon, at 12 o'clock noon, Tuesday, August 9, 1921, an adjoiirnment wa 
taken until 10 o'clock a. m., the following day, Wednesday, August 10, 1921.) 
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WEDNESDAY, AUauST 10, 1921. 

United States Senate, 
Committee on Interstate Commerce, 

Washm^tany D. C. 

The committee met, pursuant to adjournment on yesterday, at 10 o'clock a. m.^ 
in room 410, Senate OflBce Building, Senator Charles E. Townsend presiding. 

Senator Townsend (presiding). The committee will come to order. I want to 
say that Senator Cummins can not be here this morning. He is not feeling well. 
He may come in later, but he is not able to go on now this morning, but of course 
desires the committee to proceed with the subject under consideration. 

STATEMENT OF EUGENE ME7EB, Jr.— Continued. 

Senator Townsend (presiding). Mr. Meyer was on the stand yesterday, and when 
we adjourned it was with the understanding that the members of the committee 
would be given the opportunity to cross-examine him or ask him sudi questions as 
they desired to submit. I do not care to ask any more questions myself. Senator 
Pomerene, do you have any questions you wanted to ask of the witness? 

Senator Pomerene. Well, there was one matter I think I asked the Director 
General of Railroads personally, after we had adjourned here, about, and that was 
to present the figures showing the amount which each of the several railroad companies 
owed to the Government for expenditures which went into capital account. 

Senator Townsend (presiding). Mr. Davis ia here this morning, and later will bj 
called. 

Senator Pomerene. Then I vnll Dot go into that with Mr. Meyer. 

There is just one thing that I wanted to make perfectly clear. It is, as I under- 
stand, the purpose of the War Finance Corporation, if tms legislation is passed, to 
take from the oirector general, or in other words, the President, such railroad securities 
as they may have, for the purpose of aiding in the marketing of these securities? 

Mr. Meyer. That is the intention. Senator. Such securities as they may have 
which, in the judgment of the board of directors, are good securities. 

Senator Pomerene. I understand that. 

Mr. Meyer. Not making it mandatory, but permissive. 

Senator Pomerene. In other words, whatever you do in that behalf you expert 
to do in accordance with the principles of sound finance? 

Mr. Meyer. That is correct. 

Senator Pomerene. So as to avoid any possible loss in these investments, and all 
expenditures connected with your admmistration of these duties, if they are con 
ferred upon you, will be borne by the railroads and not by the Government? 

Mr. Meyer. We have provided in the act ior the allowances which are customary 
and usual in commercial and financial practice for the distribution of securities 

Senator Pomerene. Yes. 

Mr. Meyer. And the War Finance Corporation would pay the Director General 
the net cost to him? 

Senator Pomerene. Yes. And your corporation will have nothing to do what* 
soever with the adjustment of any financial differences that there may be between 
the railroads and the Government? 

Mr. Meyer. The matter of the settlements is and will remain in the hands of the 
director general as agent of the President. It may be. Senator Pomerene, that the- 
director general, in his settlements in connection with capital expenditurqp made 
in the course of the necessities of war, may have to take some securities that we 
would not be willing to take. He will get the best he can, but they might not be 
such as would appeal to us sis absolutely good investments 

Senator Pomerene. Yes: I understand. 

13 
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Mr. Meyer. Those we will not take. 

Senator Kellooo. Right on that point let me ask a question. 

Senator Pomerene. Yes; certainly. 

Senator Kellooo. Mr. Meyer, this bill has nothing whatever to do with the rela- 
tion between the railroads and the Government or tiie settlements between the 
railroads and the Government, as to the amount of the settlements, or anvthiDC of 
that kind? ^ .j h 

Mr. Meyer. You are quite correct, Senator; it has nothing to do with those matters. 

Senator Kellogg. The only thing in this bill that affects those relations is that if 
the Director General should receive securities at less than 6 per cent he may take them 
by equating the interest, of course? 

Mr. Meyer. Yes. 

Senator Kellogg. And if any commission is allowed the railroads stand it? 

Mr. Meyer. That is correct. 

Senator Kellogg. But there is no other change whatever as between the relation 
of the railroads to the Government contemplated by this bill, isn't that correct? 

Mr. Meyer. That is correct. 

Senator Kellogg. Now then, this bill simply authorizes, instead of carrying these 
securities in one branch of the Government, to turn them over temporarily to another 
branch of the Government to be sold? 

Mr. Meyer. iTes; not only does it contemplate the taking over from the Director 
General of some of such securities as he may see fit to take in connection with the 
funding of the capital investments of the Government in the railroads represented by 
additions and betterments, but the bill also provides for authorization to the 
President or to the Director General for the sale of a number of other investments 
which the Government haa made in railroads. Under the act of November 19, 1919, 
there is in the possession of the Government the equipment trusts which have been 
discussed. Under the transportation act of 1920, there are some $89,506,000 of securl- 
ties, and under the authority given by the transportation act of 1920 there were 
acquired, under section 210 of that act, one hundred and ninety-six million and some 
odd hundred thousand dollars worth of securities. Now, air of those securities are 
by this act authorized to be sold by the Director General. 

Senator Kellogg. Yes; I understand. 

Mr. Meyer. So that, while that does not mean that they may be necessarily salable, 
it gives a liquidating feature to the Government's investment in the railroads entirely 
apart from the securities which it might take in connection with settlements in the 
future. It provides for the liquidation, in due course, of the money already invested 
bv the Government in the railroads if and when and as the securities maybe marketed. 
These to-day are frozen loans by the Government in the railroads. We' propose to 
unfreeze them. 

Senator Kellogg. In other words, the transportation act authorized the Govern- 
ment to receive securities, but did not authorize the Government to sell them? 

Mi. Meyer. Exactly, Senator. I imderstand there is some provision covering the 
sale of equipment securities in another act, and this bill would authorize the sale of 
other railroad obligations now held, or to be taken, by the President. 

Senator Kellogg. Now, you might have to carry some of these securities for a time 
in the War finance Corporation? 

Mr. Meyer. Yes; in order to market them, they will have to be marketed grad- 
ually, I should think. Nobody can throw hundreds of millions of securities on the 
market suddenly without breaking down the market. 

Senator Kellogg. That is all I wanted to ask you. 

Senator Pomerene. I wanted to ask a G[uestion along that line. 

Senator Smith. May I ask him a question right on that point, Senator, to clear up 
a matter? 

Senator Pomerene. Certainly. 

Senator SMrrH. Now, this lic^uidation or liquefying of the Government securities 
held by the Director General is for the benefit of the Government. That is, to get 
the Government in possession of the money that is tied up in these securities through 
the War Finance Corporation? 

Mr. Meyer. Yes, sir; if and to the extent that it can be done, and as soon as it can 
be done. 

Senator SMrrH. Well, that is what I mean. That is the object of it? 

Mr. Meyer. Yes. 

Senator Smfth. Now, the next feature of this bill, as to the aid to the railroads. 

Senator Kellogg. There is no such feature of this bill. 

Senator Smith. Well, I understood him yesterday to say that the railroads would 
be aided if the War Finance Corporation were allowed under this bill to take certain 
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securities of the roads, and thereby encourage the inventing public to take the secur- 
ities which they otherwise might be slow to take. 

Senator Kellogg. I did not understand you, Senator. 

Senator Smith. I was trying to differentiate. 

Senator Kellogg. That merely enables the Government to pay its debts to the 
railroads. 

Senator SMrrn. No; I was trying to differentiate between the aid that the War 
Finance Corporation might give the Government through enabling it to liquidate its 
obligations to the roads, and then what aid it might give the railroads by taking 
certain securities. 

Mr. Meyer. We have no relations whatever with the railroads under the act. Oiu* 
relations are with the Director General, but by taking over temporarily, for thepuiv 
pose of marketing later, some of these railroad securities, the Director General will 
be able to go ahead and make his settlements and p&y his debts to the railroads on 
current accounts, setting aside the capital investment of the Government in the 
railroads. 

Senator Smfth. Yes; I understand that, that you give the Government the cash 
to meet whatever other relations might arise between the Director General and the 
railroads, which you would not be able to do without him holding these securities 
in the form of bonds, which is not covered. 

Mr. Meyer. Yes; and which he has no authority to sell. 

Senator Smith. Yes; I see. 

Mr. Meyer. The President ought to have had the authority to sell these, but some- 
how or other he did not get it at the time. ^ 

Senator Smfth. Yes. 

Senator Pomerene. Mr. Meyer, there is another matter that I want you to develop 
a little more fully, perhaps. Maybe your statement sets forth clearly what I have in 
mind. It is this: These securities which the Director General of the. Railroads holds 
represent in part the amount which the Government invested in extensions or im- 
provements ol the railroads. That is correct, is it not? 

Mr. Meyer. Yes, sir. 

Senator Pomerene. And these investments and improvements which were for 
capital account were made by the Director General under the authority of Congress, 
and by his direction, without even, in many cases, consulting the railroads th^n- 
selves as to whether they should or should not be maide? 

Mr. Meyer. During tne war the additions and betterments to railroads were made 
regardless of the wishes of the railroads, because they were made from the point of 
view of military necessity. 

Senator Pomerene. Yes; and they were made from a standpoint of military neces- 
sity, and without reference to whether those improvements would have been aavisable 
as improvements during peace. 

Mr. Meyer. I think that that is an absolutelv correct statement, Senat(xr. 

Senator Pomerene. Yes. Now; then, in other words, this debt thus created was 
forced by the Government upon the railroads? 

Mr. Meyer. The additions and betterments were made irrespective of the desire of 
the railroads. 

Senator Pomerene. Yes. 

Mr. Meyer. In some cases, I imagine they were in line with the normal peace 
requirements of railroads, but they did not have to conform to that criterion. 

Senator PctMerene. Yes. I want my question to be construed als simply general 
in its character. 

Mr. Meyer. Yes, Senator; that is correct. 

Senator Pomerene. So that whatever may be done under this law, if it is passed, 
is to aid the railroads in getting out of financial difficulties in which they became 
involved by the Government itself? Is that correct? 

Mr. Meyer. That, of course, is a matter of judgment, Senator. The relation of the 
railroads and the Government during the war and after is a rather complex matter. 
Some jpeople think that the Government rescued the railroads, and others think that 
the railroads were greatly injured by the Government. 

Senator Pomerene. Oh, yes. 
* Mr. Meyer. But you can not really classify the relationship under either of those 
heads. The railroads were an absolutely essential military necessity during the war 
and they were treated as such. Their business was administered by the Government 
from the point of view of the national needs. In many caes, it did the railroads no 
harm; in others, it did a good deal of harm. And, in some cases, it probably did some 
good in some respects. 

Senator Pomerene. Yes. Now another question, and all my <iuestion8 that I 
have asked thus far are preliminary to this. The statement has been made repeatedly 
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that this was a mere hand-out by the Govermnent of $500,000,000 to the railroads. 
What observations have you to make in that behalf? 

Mr. Meyer. As I stated yesterday, there is nothing in the nature of a gift in the 
^settlement of debts. The Director General is charged with getting the best security 
lie can eet. We shall certainly buy no securities that we do not &ink are safe, and 
we shall even buy them with a view to their marketability as well as their safety. 

Senator Pomerbnb. And it is in no sense a gratuity that is being handed out to 
the railroads? 

Mr. Mbyeh. Absolutely not. To the contrarv, it is a settlement of existing indebt- 
edness on both sides that will be facilitated, that is all. 

Senator Pomerene. And is it not true that at the present time a large number of 
firms that are dealing in railroad supplies are not able to continue their activities 
because they are not able to collect nrom some of these railroads? 

Mr. Meyer. That is true, Senator. The equipment companies, I think, as a whole, 
might be considered to be running at 20 per cent of capaaty. I made an inquirv as 
to the accounts of the railroads with some of the supply companies, and I foimd that, 
in the case of one particular company, 85 per cent of the debts of the railroads were 
more than.30 days past due; 78 per cent were more than 60 days past due; 70 per cent 
were more than 90 days past due; 58 per cent were more than 120 days past aue; and 
24 per cent were more than 150 days past due. That I think is typical. And, of course 
if tne companies do not get their money from the railroads, they can not pay to the 
people they owe. This situation creates a series of indebtedness and is responsible, 
to some extent, for bank loans that ought not to exist. 

Senator Pomerene. T]^at is all I care to inquire. 

Senator Smfth. Mr. Meyer, I want to get clear in my own mind this whole question 
so that I can then subsequently deal with it. Senator Pomerene asked a moment a^ 
about handing out a gratuity of $500,000,000 to the railroads. The impression is 
amongst some that this is an indirect request on the part of the railroads for the Govern- 
ment to lend them in this emergency $500,000,000. That when cleared of everything 
that is outstanding after that, the railroads are asking for the Government to take their 
securities, and through the War Finance Corporation, goiag through the Director 
General, perhaps, for them to take and finance that amount of their securities. Not 
based upon meeting any obligation of the roads to the Government, but simply to 
meet their current expenses 'wmich they are unable to meet, because of the difficulty 
in selling their securities in the investment market. 

Now, I want to get this clear in my mind. I am not a financier, and I am not a 
railroad man. The Government, under the authority given it in the railroad act, 
went to work and put the roads in such shape as to do tne necessary things to be done 
to carry on the war successfully. Whether that was with the consent of the railroads, 
the piurticular roads that were thus brought into that amount of indebtedness, does 
not nave any effect upon this. It was done. Now, the amount of that, in round 
numbers, as I understand it, was about $500,000,000, that was the amount that the 
Government spent to capital account in ilie improvement of terminal facilities, and 
so forth. 

Mr. Meyer. Somewhat larger than that. Senator. 

Senator Smith. Wall, let us put it at $500,000,000 for the sake of what I am getting 
at. Now, in the settlement of that the Director General accepted the obligations of 
the roads against that indebtedness. The Government is holding that. 

Mr. Meyer. If I may interrupt, Senator, I do not understand that the Director 
General has accepted the obUgaUons. He simply charged them with the money that 
the Director General invested. 

Senator Kellooo. Oh, ves; he has accepted some of them. 

Mr. Meyer. Mr. Davis, nave you accepted any oblations in settlement of additions 
and bettennents? 

Mr. Davis, Director General of Railroads. Yes. 

Mr. Meyer. Very few, though? 

Mr. Davis. In exceptional cases we have funded additions and betterments. I 
think about $60,000,000. 

Mr. Meyer.. That is only a small part of the total. 

Mr. Davis. Yes; it is comparatively small. But we have accepted some. 

Mr. Meyer. But this bill would facilitate the funding of the remainder, so far a0 
seems necessary and advisable. 

Senator Smith. Well now, if this law permits him to do that, when he has accepted 
these obligations in the form of bonded indebtedness, or whatever form the Govern- 
ment and the railroads choose to fund this in, that does not give the railroads any 
money. That is simply accepting in this emergency their securities against their 
obligation to the Government. Now, it does help the Government, for when they 
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have accepted these, througk the Director General, you are allowed to liquidate them 
ior the benefit of the Government. 

Mr. Mbybb. Yes, sir. 

Senator Smith. That is clear and all right. 

Mr. Mbybb. That is right. 

Senator Smith. Well, now, the railroads are simply paying in notes or bonds or 
mortgages or whatever securities they offer, their inaebtedness which they are unable 
to cash at the present time. . 

Mr. Meyer. That is correct. 

Senator Smith. Now wherein, in this proposed legislation, are the railroads to get 
any cash to meet ^at you said yesterday, $dOOO, 000,000 unpaid audited accounts? 

Mr. Meyer. If the Director General is able to fund the capital expenditures made 
by the Railroad Administration for the account of the railroads, and if he can take 
bonds which he can sell to the War Finance Corporation or in the investment market, 
he will be in possession of funds to apply on his current accounts, which on balance, 
as I understand it, would be in favor of the railroads on the cash settlement, apart 
irom the capital investments in additions and betterments. 

Senator Smith. In other words, the capital account expressed in additions and 
betterments that the railroads are owin^ to the Government — ^let us sav they are 
$500,000,000 — the War Finance Corporation takes these and liquidates them. The 
Government then has $500,000,000. Then the Grovemment in turn lets the railroads 
have it to meet the expenses expressed here in this, and takes additional obligations? 

Mr. Meyer. No; the money which the Director General would get in that way 
would enable him to expedite his settlements with the railroads on current accounts, 
apart from capital investments, in the form of additions and betterments. 

Senator Smith. In other words, the railroads taking capital account and other 
accounts, the Government is owing the railroads more than the railroads are owing 
the Government? . 

Mr. Meyer. Leaving out capital account, the Government would owe the railroads 
money on balance. And if we can finance for the Director Gen<»^l some of the capital 
investments, with a view ultimately to marketing those securities, he would be able 
to expedite the settlement of his accounts, such as his debts which are on balance to 
the railroads apart from the capital investment of the Government in the railroads, 
and that would put them in the possession of funds to pay their current debts and do 
the proper amount of repair work and maintenance in the normal way. 

Additions and betterments are capital account. Railroad earnings are not sufficient 
to pay for capital improvements. 

Senator Smith. I understand that. 

Mr. Meyer. Consequently, capital investments must generally be funded. There 
is not a favorable investment market to fund th^m in now, but I feel that it is develop- 
ing, and I believe that it will develop more rapidly if we are put in a position to help 
it. Meanwhile the furtherance oi the settlement by the Director General of hu 
accounts, apart from additions and betterments, in cash will stimulate business, im- 
prove the earnings and credit of the railroads, and enable us to recover the funds we 
might temporarily advance them. In other words, the very employment of these 
iunds temporarily will create an improved condition of railroad credit, which will 
enable the sale of railroad securities in the investment markets. 

Senator Smifh. That is only incidental. What I want to get clear is the statement 
that has gone out that we are not to advance anything to the railroads. We are asking 
for no appropriation. We are asking for no fimds, and yet there is involved something 
like $800,000,000 that must come to the railroads from the Government. Now, put 
it as you have just stated it, the capital accoimt is proposed to be settled by acc^ting 
the obligation in whatever torm the Director General and the railroads see fit to agree 
upon. Now, that will be, though, in the form of paper. That is not cash. Now, the 
proposition is to take that capital account that the railroads or the Government allow 
you, the War Finance Corporation; to put it in the form of currency, and turn it over 
to the Director General, and he in turn, to be empowered to meet whatever subsequent 
indebtedness the Government has to the roads in the form of cash. 

Senator Kellogg. He is already empowered, Senator. 

Senator Smith. Well, if he is already empowered, then that is to give him the cash 
to do what he is already empowered to do. 

Mr. Meybr. That is it exactly. Senator. 

Senator Smith. Well, now t£e question arises: Why do you separate the capital 
accounts that are due the Government from the railroads from anything else that is 
due the Government, or, vice versa, that is due the railroads from the. Government? 
Of course, I am not an expert bookkeeper, but this thought occurs to me: If these mat- 
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ten are in such shape that they can be ajpixroximately arrived at, ^y not add up 
what is due the Government from the railroads on capitid account and otherwise, 
and then what is due the ndhroads firom the Government on capital account or other- 
wise? Of course, there is due them notlung on capital account, but there is due 
them otherwise. And strike the balance and let the Government know what is 
the status of the account between the railroads and the Government, and let us 
meet it. 

Mr. Meter. The capital account has to be financed. It can not be paid out of 
cuirent income. 

Senator Smith. I understand that. 

MJr. Meyer. Capital investments on the part of railroads could not be paid out of 
current income. It is inconceivable to imagine that railroads should earn enough 
to pay for the additions and betterments that they annually require. They have to 
be financed. 

Senator Smith. Mr. Meyer, you misunderstand me. I do not care; it does not 
concern me what form the settlement takes. Let us admit, for the sake of this situa- 
tion, that we will accept from the railroads their securities and require no cash from 
them. Now, if when tne final 'settlement takes place we are in debt to the railroads, 
they get the cash. I can see then a strong reason why we should allow somebody, 
either the investing public or you, to eg eh for the Government these obligations that 
it holds for the railroads and allow them to take that money and meet tne balances 
that are due the railroads in cash. I can understand that thoroughlv. But I can not 
see why it is not possible to take the accoimt of the railroads and the account of the 
Government and balance one against another and know how mudi we will have to 
pay in cash to the railroads that we stand indebted to them for. 

Mr. Meyer. That can be done as soon as the settlements in exact amounts are 
determined. But the settlements have not been agreed upon, Senator. 

Senator Smith. They have gone far enough to know that the Government is indebted 
to the railroads. 

Mr. Meyer. Yes; but the exact amount has not been determined. It takes a long 
time. The Director General has shown me large books of account which, in order to 
do justice, he must examine with some care if he is to uphold the position of the 
Government in a proper way; and these settlements are oeing proceeded with as 
rapidly as his ability to arrive at intelligent understandings and agreements with 
the railroads permit. 

You understand^ I think. Senator, that permanent investment can not be deducted 
from current income. These additions and betterments which the Government 
made, and which the Government has charged to the account of railroads, is one form 
of financial transaction. The current income and expenditure is entirely different. 

Senator Smfth. I understand that. . 

Mr. Meyer. If we were to reduce it to a very simple form of expi^ession, we might 
say that you earn $10,000 a year, and you want to buy a $10,000 house, which a man 
with a $10,000 a year income might be justified in buying. Now, if I took over that 
$10,000 income of yours, built you a $10,000 house, charged it to your income, and said 
that you and I were quits — ' 'I have built you your house and I have taken your income 
for if — what would you live on in the meantime? Capital investment must be 
financed by somebody. Ordinarily the investment market does it. 

Senator Smith. I undesstand that, and I understand that the railroads must be 
financed in that respect without talong it out of their current income, because they 
have to have liquid assets in the form of currencyto meet their obligations. But the 
Government has got nothing to do with that. When the capital account has been 
settled, then the (|uestion is asked of the Government to meet these other obligations 
in cash, because it goes into the junning affairs of the roads. 

Mr. Meyer. That is correct. 

Senator Kbllooq. But, Senator, may I interpose, that current account of cash or 
current earnings or part of it is what the Grovemment owes the railroads during the 
war. That is what tney propose to offset. 

Senator Smtth. That is exactly what I am driving at. The Government does not 
owe them anything more now. I hope not. 

Mr. Meyer. Mr. Chairman, I think that this bill, or a similar bill, if passed, will 
enable a more prompt settlement to be made, will stimulate the investment market, 
and will enable us to recover gradually, but fairly promptly, the funds that we turn 
over to the director general. As I said yesterday, and as I stated before the Ways 
and Means Committee, with continued improvement in gross and net earnings, with 
easier mon^, with tax adjustments which will make taxable securities more attractive 
to investors, I could with assurance say that by June 30 we could liquidate substan- 
tially all the securities representing additions and betterments which tne War Finance 
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Corporation would take from the director general. And I migrht even go further and 
say that I think we could perhaps get aaditionsJ funds by liquidatine some of the 
other railroad securities wiiich the Government holds. I oiscusteed that matter 
yesterday with tibe Secretary of the Treasury, and he thinks that statement is war- 
ranted. 

Senator PriTMAN. Mr. Chairman, may I ask a question? 
Senator Townsend (presiding). Yes. 

Senator Pittman. I gather from Mr. Meyer's answer to Senator Pomerene that this 
was not considered in the nature of a loan, this funding of the capital account, or 
whatever it would be. And my mind is not clear on tnat. We will say that the 
current account due by the Government to the railroads is $800,000,000, just for a 
matter of illustration, and that the capital account due by the railroads to die Govern- 
ment is $500,000,000. If the railroads are solvent they would pay the Government 
$500,000,000 and the Government would turn around and pay the railroads $800,000,- 
000, meaning that the Government would deduct the $500,000,000 from the $800,- 
000,000, and they would only be paying the $300,000,000. 

But as the thing works out the railroads, being unable to market their securities 
and pay cash — $500,000,000 on capital account — ^give their notes or bonds or other 
securities to the Government for $500,000,000, and the Government turns around and 
pays the railroads the full $800,000,000 on current account. 

Now, it seems to me that the Government lends the railroads $500,000,000 through 
that process. When it accepts their obligations for $500,000,000 it is a loan, because 
they do not deduct it from the $800,000,000 that they owe the railroads, but pay the 
full $800,000,000 and hold the securities of the raibx>ads for the $500,000,000. , Now. 
of course, if the Government is able to sell those securities for $500,000,000, the Govern- 
ment will ceafie to be a creditor of the railroads, and whoever buys them will be, but 
until that takes place, certaialy the Government, under this proposition, is lending 
the railroads this $500,000,000. 

Mr. Meyer. Senator, the Government already has invested that $500,000,000 in the 
railroads. It is not any new money that the Government is lending to them. The 
Government during the war, for military purposes, invested that capital in additions 
and betterments for the account of the raifroads, regardless of their wishes. For 
instance, this equipment matter which has been discussed involved the purchase of 
some 100,000 freight cars and some locomotives. The freight cars were purchased at 
a cost of $3,000 a freight car, roughly. You can buy them now for around $2,000. 
The railroads did not in all cases want to buy them. It was a military necessity during 
the war, in the opinion of the Railroad Administration. I may say that, although the 
cars were ordered during the war and in contemplation of war necessities, I think the 
railroads did not get any of them until several months after the armistice, so that they 
were getting railroad freight cars at 50 per cent above the present prices on the ground 
of the necessity of war, six months after the war had come to an end. That is merely 
an example of the purposes of the Government in putting capital expenditure into 
railroads. 

Senator Pittman. I do not want you to understand, Mr. Meyer, or the committee, 
nor do I wish any one to be under the impression that I am discussing the merits of it. 
I am simply discussing the construction. While it is true that the Government has 
already loaned to the railroads the $500,000,000, it proposes to reloan it to them, in 
other words. In other words, they do not intend to demand the cash because they 
can not get it. 
Mr. Meyer. Exactly, they can not get it. 

Senator Pittman. But on the other hand, they do not intend to deduct it from what 
they owe the railroads, but to pay the railroads the full amount they owe them, and 
continue the indebtedness from the railroads to them. 
Mr. Meyer. With a view to liquidation in the market. 
Senator Pittman. I do not care what the view is. 
Senator Kellogg . Well, that is not proposed in this bill . 
Senator Pittman. No; but that is the proposition. 
Senator Kellogg. That was settled in the railroad bill. 

Senator Pittman. But the result of. the transaction, in my mind, still constitutes a 
loan in the sum of $500,000,000 to the railroads, if there is no process by which they 
reduce their indebtedness. I can not see how it would result in anything else. 

Mr. Meyer. Congress gave the director general, in the transportation act, authority 
to take obligations of railroads in settlement of their account on additions and better- 
ments. This bill provides no new authority in that respect. 

Senator Pittman. That is all regular. I am not questioning the authority. That 
is all regular. But the fact remains that if the Government pays the full amount of 
its indebtedness to the railroads, and does not get anything in the nature of cash 
from the railroads to it, that whatever that amount is is a loan. 
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Mr. Meyer. That is not a new situation. That was always contemplated. As I 
pointed out yesterday, the original War Finance Corporation act. in section 9, gave 
authority to the corporation to finance additions and betterments lor the roads. That 
has been contemplated practically from the beginning of Government control. 

Senator Pittman. Yes; I am not discussing what was contemplated, but I am dis- 
cussing the fact that if the Government owes the railroads $800,000,000, as an illus- 
tration, and the railroads owe the Government $500,000,000, I do not care on what 
account, and the Government pavs the full $800,000,000, then the difference is a 
loan by the Government to the railroads. 

Mr. Meter. Yes; but it is not a new situation. 

Senator Pittman . I am not talking about whether it is a new situation or not. I am 
simply taking the construction of your language to Senator Pomerene, which did not 
appeal to my mind. 

Senator Kellogg. I did not understand him so. He said this bill did not create 
a new loan. He was not discussing whether that was a loan under the original bill 
or not. 

Senator Pittman. Well, I really am not interested in whether this bill does it or 
whether another bill does it. The situation is that the Government is continuing a 
loan of $500,000,000 to the railroads, and at the same time paying the full amount 
that it owes to the railroads. 

Senator Townsend (presiding). I think that is clear now, and Mr. Meyer will 
answer that. You imderstand Senator Pittman's question? 

Mr. Meyer. It is a statement; not a question, Senator. I think there is no excep- 
tion to be taken. 

Senator Pittman. No; my mind is clear on it. 

Mr. Meyer. Yes; I do not think there is any difference of opinion and I did not 
intend to say anything that would lead to a contrary inferehce. 

Senator Pittman. It did in my mind. 

Mr. Meyer. I beg your pardon; I did not imderstand the point. 

As a matter of fact, from a practical point of view, our ability to assist once in market - 
ing these securities would enable the Government and the railroads to settle all of 
their accounts of all kinds and character more promptly, in my opinion. This refers 
especially to the giving of authority to the Director General to sell not only the securi- 
ties taken in settlement of additions and betterments but also those taken in con- 
nection with some old loans. It think that the Government should be put in possession 
of power to liquidate any railroad investment it has, at cost, at the earliest possible 
opportunity, and this act is drawn with that end in view. 

Senator Townsend (presiding). Senator La Follette, have you any questions to ask? 

Senator La Follette. You spoke of the War Finance Corporation under section 9 
financing the railroads to a certain extent. To what extent did they make loans to 
the railroads? And to what roads? State that, with the amounts, if you are able 
to do so. 

Mr. Meyer. I will be very glad to furnish a statement giving that information. I 
think you were here when I made my statement yesterday. 

Senator La Folletpe. I was here during all of your statement yesterday. 

Mr. Meyer. The toal amount of advances to railroads, most of which were actually 
made between the end of December and the end of July, 1919, were $89,000,000. 

To the Ann Arbor Railroad, the War Finance Corporation advanced $150.COO. of 
which $100, ceo has been repaid. 

Senator La Follette. $50,000 of that is outstanding? 

Mr. Meyer. Yes, sir; $50,000 of that is outstanding. 

Senator La Follette. What security did you have for that loan? 

Mr. Meyer. Well, that loan was secured by short-term notes secured in turn by 
Ann Arbor Railway Co. improvement and extension mortgage 30-year 5 per cent 
bonds, due on May'l, 1941. 

Senator La Follette. What was the value of those bonds at that time in the market? 

Mr. Meyer. The bonds themselves? 

Senator La Follette. Yes, sir. 

Mr. Meyer. I can not say that I remember offhand, but the bonds were a note issue 
of which we took a part; the balance, or some part of the note issue, was sold in the 
market at slightly under par. We had the face value plus a margin of 25 per cent, or 
perhaps a little more. 

Senator La Follette. You still have those bonds, have you? 

Mr. Meyer. $50,000. $100,000 has beeik repaid. 

Seaator La Follstte. And you have $ >0,000. Can you state what they are worth 
now? 

Mr. Meyer. Well, I do not think there is an active market for those securities. 
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Senator La Follbttb. Wjfell, are they quoted at all? 

Mr. Mbybr. I think not. It is a small issue. 

Senator La Follbttb. Now, just go on through that list, if you please. 

Mr. Mbybr. Baltimore & Ohio Railroad Co., 17,450,000. 

Senator La Follbttb. What was taken as security for that loan? 

Mr. Mbybr. We made three loans to the Baltimore & Ohio Railroad. In the one 
case. No. li we had Reading Co. first preferred stock, Reading Co. second preferred 
stock, and Reading Co. common stock. Of course, those had well-established market 
values. We had the amount of the advance plus 25 per cent margin or a little more. 

Senator La Follbttb. Yes. 

Mr. Meyer. In Loan No. 2 to the Baltimore & Ohio Railroad, which was 

Senator Pombrbnb. May I interrupt there just to make this matter clear? 

Senator La Follbttb. Yes. 

Senator Pombrbnb. The three loans together amounted to the $7,000,000 plus; is 
that it? 

Mr. Meyer. Yes; $7,450,000. All those loans have been repaid. 

Senator La FollbttB; I suppose you have full and clear statements before you 
there on all of these transactions? 

Mr. Mbybr. Yes, sir. 

Senator La Follbttb. And does the statement which you have before you show 
just how much has been paid in on each one of these loans? 

Mr. Meyer. Yes, Senator. 

Senator La Follbtte. Well, then, without taking the time to go through it in 
detail, if you will just make it a part of the record here, I will be obliged to you. 

Mr. Meyer. I shall be very glad to do that, Senator. 

Senator Pombrenb. That means as to all of these loans? 

Mr. Meyer. Yes. 

Senator La Follbtte. Yes, sir. 

Mr. Meyer. Out of a total of $204,794,520 advanced, $160,561,310 has been repaid, 
leaving outstanding $44,233,210. We receive repayments from time to time. 

Senator La Follettb. Yes. As indicating the character of the transactions which 
the War Finance Corporation has conducted and approved, will you state how much 
in money has been loaned to various enterprises by the War Finance (Corporation 
and how much of it is past due and outstanding and unpaid? 

Mr. Meyer. I will be prepared to submit that for the record. 

Senator La Follbtte. Yes; I wish you would do so. 

Mr. Meyer. I do not think I have all of it in detail here, Senator. 

(The statements to be furnished by Mr. Meyer are here printed in full, as follows :) 

August 12, 1921. 
Hon. Eugene Mbybr, Jr., 

Managing Director, War Finance Corporation, Washing ton^ D. C. 

Dear Sir: I acknowledge receipt of your letter of this date in which you quote a 
request of Senator La FoUette during the hearing on August 10 before the Senate 
Committee on Interstate Commerce, for informatipn as to the amount advanced by 
the War Finance Corporation to various enterprises, and the amount of such advances 
as is past due and unpaid. 

In compliance with your request that I furnish you with this information, you are 
advised that under its war-time powers and under the export provisions of the act, 
as set forth in section 21 thereof, tne total advances made by the War Finance Corpo- 
ration are $359,657,049.58. Of this amount the sum of $17,098,077.76 is past due and 
unpaid as of this date, of which amount $292,624.89 represents cattle loans which, 
while technically past due, the board has agreed to carry over until fall. 
Respectfully, yours, 

R. R. BuRKLiN, Treasurer. 



History op Advances prom War Finance Corporation to Railroads Under 

Federal Control. 

August 3, 1921. 

When the railroads of the United States were taken over by the Federal Government, 
a revolving fund of $500,000,000 was created, to be used by the Railroad Adminis- 
tration in making up such deficits in the reiutal or standard return that could not be 
covered by earnings of operation, and for the further purpose of financing additions 
and betterments in cases where this could not be done by the corporate organizations 
of thlb roads through the usual channels. Increases in cost of labor and supplies, and 
the IsLTge amount of betterment work imdertaken to put the railroads in shape to carry 
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on in a most expeditious manner the heavy traffic resulting from the movement of 
troops and war materials, had by the end of 1918 entrenched upon the earnings and 
liquid assets of the railroads to such an extent that the revolving fund was nearly 
exhausted. 

On September 6, 1918, the directors set forth by resolution that it would be their 
policy, if called upon, to make advances to railroads in the possession and control 
of the President, upon recommendation of the United States Railroad Administra- 
tion, in accordance with the terms of the War Finance Corporation act. On December 
12, Mr. McAdoo brought the railroad situation to the attention of the board and re- 
quested that the corporation consider the question of maMng loans to raikoads. The 
matter was referred to Mr. Meyer, Mr. McLean, and Mr. Franklin for conferences with 
representatives of the Railroad Administration. 

On December 17, 1918, with Mr. Glass at presiding chairman, the following was 
adopted: 

^* Resolved f That the War Finance Corporation inform the Director General of Rail- 
roads that it is ready to make advances up to 1100,000,000 to railroads on their direct 
application, these applications to be considered in the order in which they are made, 
each on its own ment. " 

Acting in accordance with the above resolution, the War Finance Corporation 
advanced diuing the year nding November 30, 1919, to railroads fo* the purpose of 
repaying amounts due to the Railroad Administration, for additions and bettermen.?, 
and for assistance in meeting maturities $89,699,690 on secured notes of the borrowing 
companies. 

The assistanc given to railroads in this manner is to be measured not alone b>r the 
simie actually advanced. The credit of the» borrowing companies was materially 
improved by the acceptances of their obligations as security tor advances from th? 
War Finance Corporation, and large amounts were accordingly obtained through 
banking channels or from the general public. In some cases the War Finance Cor- 
poration enetred into commitments to accept, within agreed limits, certain proportions 
of note issues providing the balance were placed elsewhere, 

A list of roads placing note issues through the direct cooperation of the War Finance 
Corporation is given below. 



Name of road. 



Baltimore & Ohio 
Hocking Valley... 

Eric 

Baltimore & Oh5o 
Ann Arbor 

Total 



Amoant of 
issue. 



$14,7.'V0,000 

7,500,000 

l.'i.OOO.OOO 

5,000,000 

750,000 



43,000,000 



Amoant taken 

by War 

Finance 

Corpwation* 



$:{00,000 

13,029,000 

2,000,000 

194,800 



15,523,800 



Amouii' 

placed 

elsewhere. 



«14,7.'i0.000 

7.200,000 

1.971.000 

3,000,000 

555,200 



27,476,200 



Note.— In the case of the Hocddni; Valley advance mentioned above, the corporation advanced to the 
Chesapeake & Ohio $300,000 to be advanced by it to the Hocking Valley in connection with the maturity 
of $5,000,000. This maturity and other requirements were later cared for by a note issue of $7,500,000 out 
of the proceeds of which the Chesapeake & Ohio was repaid and in turn repaid the corporation's advance. 
In connection with the Erie, the corporation took $13,02<#,000 in notes against which it aavanocd $12,768,420; 
$276,000 of the notes were later sold and $270,480 of the advance repaid. In connection with the Ann Arbor 
the corporation advanced $150,000 on a demand note, taking as security $1(M.800 of the company's two-year 
notes. 

A list of the loans extended to railroads formerly under Federal control is as follows: 



Loans Extended to Railroads Fobmerly Under Federal Control. 

ann arbor railroad cq. 

Amount, $150,000; date made, July 25, 1919; rate, 6 per cent; maturity, demand; 
date paid, February 26, 1920, $100,000. 
Security: Two-year collateral notes of Ann Arbor Railroad Co. dated May 1, 

1919 $194, 800 . 

Note. — ^These are part of a total authorized issue of $750,000 secured 
by $2,000,000 Ann Arbor Railway Co. improvement and extension 
mortgage 30-year 5 per cent bonds due May 1, 1941. 
Purpose: To assist company in meeting maturity of $750,000. Notes due May 1, 1919. 
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BALTIIiOBB &. OHIO BAILBOAD CO. 

Loan No. 1, 14,450,000; date made, December 31, 1918. No. 2, $1,000,000; date 
made, December 31, 1918. No. 3, $2,000,000; date made, March 31, 1919. Total, 
$7,450,000. Rate, 6 per cent; maturity, demand; date paid, July 15, 1919. 

Security: 

(A) Under loan No. 1— 

Reading Co. first preferred stock, par value , $912, 300 

Reading Co. second preferred stock, par value 2, 094, 100 

Readins Co. common, par value 2, 158, 700 

<B) Under loan No. 2 — ^Baltimore & Ohio 5 per cent rounding and 
general mortgage gold bonds; series A, due December 1, 1995 ...... 1, 500, 000 

(C) Under loan No. 3— Refunding and general mortgage 6 per cent 

gold bonds, series B, due December 1, 1995 2, 700, 000 

Purpose: 

To repay Director General of Railroads 5, 450, 00 

To meet maturity of Coal <& Coke Ry. bonds 2, 000, 00 o 

BUFFALO, ROCHESTBR A FnTSBUHd^H RAILWAY CO. 

Amount, $1,000,000; date made, February 8, 1919; rate, 6 per cent; maturity, 

demand; date paid, December 1, 1920. 

Security: Buffalo, Rochester & Pittsburgh Ry. Co. 4i per cent consoli- 
dated gold bonds, due May 1, 1957, par value $1, 603, 000 

Purpose: To repay Director General of Railroads 1, 000, 000 

CENTRAL OF GEORGIA. 

Loan No. 1, $900,000; date made, December 30, 1918. No. 2, $1,121,000; date made, 
March 20, 1919. Total, $2,021,000. Rate, 6 per cent; maturity, demand; date paid, 
June 11, 1919. 
Security: 

(A) Under loan No. 1 — Central of Georgia 5 per cent general and 

refunding mortgage gdd bonds, due Oct. 1, 1962, par value. ... $1, 372, 000 

(B) Under loan No. 2--General and refunding 5 per cent mortgage gold 

bonds, due Oct. 1, 1962, par value 1, 709, 000 

Purpose: 

For interest and other corporate lequirements 900, 000 

To pay for locomotives ordered by company in December, 1917 1, 121, 000 

CHESAPEAKE A OHIO RAILWAY GO. 

Loan No. 1: $2,070,000; date made, January 15, 1919; $250,000; date made, March 
13, 1919. 

Loan No. 2: $25,000; date made, January 31, 1919; $275,000; date made, February 
6, 1919; rate, 6 per cent; maturity, demand; date paid, March 1, 1919, $300,000; 
February 14, 1921, $2,320,000. 
Security: 

A. Under loan No. 1 — 

Chesapeake <& Ohio Ry. Co. &rBt lien and improvement mortgage 
5 per cent bonds, due Dec. 1, 1930, par value $3, 626, 000 

B. Under loan No. 2 — 

Chesapeake & Ohio Ry. Co. first lien and improvement 20-year 

mortgage bonds, series A, due Dec. 1, 1930, par value 222, 000 

Hocking Valley Ry. Co. 6 per cent gold notes, due Nov. 1, 1918, 

extended to Feb. 1, 1919, par value 275, 000 

Piu^xose: 

To repay Director General of Railroads. 2, 070, 000 

F(w current corporate requirements 250, 000 

To advance Hocking VaUey Ry. Co. to assist in meeting latter's note 
maturity 300, 000 

CHICAGO, INmANAPOLIS A LOUISVILLE. 

Amount, $1,400,000; date made, March 13, 1919; rate, 6 per cent; maturity, demand. 
Security, Chicago, Indianapolis & Louisville Ry. Co. first and general 

mortgage 5 per cent bonds, series A, due May 1, 1966, par value '... $2, 100, 000 

Purpose, to repay Director General of Railroads 1, 400, 000 
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CHICAGO, HILWAtTKBE « 8T. PAUL RAILWAY CO. 

Amotinti $11,500,000; date made, December Zl, 1918; rate, 6 per cent; maturity, 
dema&d; oate paid, October 9, 1920. 
Security, Chicago, Milwaukee & St. Paul By. Co. general and refunding 

mortgajge 6 per cent bonds, series Z, due Jan. 1, 2014, par value |17, 458, 000 

Purpose: 

To repay Director General of Railroads , 8, 000, 000 

For meeting maturing; trust certificates. -, 3, 000, 000 

Other corporate requirements .* 500,000 

GHICAOO, ROCK ISLAND A PACIFIC RAILWAY CO. 

Amoimts, $9^700,000; date made, December 31, 1918; $730,000; date made, January 
31^ 1919; rate 6 per cent; maturity, demand. 
Security, Chicago, Rock Island & Pacific Ry. Co. first and refunding 

mor^«^e 4 per cent bonds, due Apr. 1, 1934, par value $19, 223, 000 

Purpoee: ' 

To repay Director General of Railroads 6, 000, 000 

Maturities and current corporate requirements 4, 430, 000 

ERIE RAILROAD CO. 

Amoimt, $12,768,420; date made, Apr, 1, 1919; rate, 6 per cent; maturity, Apr. !„ 
1922; date paid, April, 1919, $270,480. 

Security, $12,753,000 3-year 6 per cent notes, part of an issue of $15,000,000 
secured as a whole by — 
Erie R. R. first consolidated mortgage general lien 4 per cent gold 

bonds $18, 217, 000 

Erie general mortgage 4 per cent converted 50'year gold bonds, series 

D 8,372,000 

Erie refunding and improvement mortgage 20-year 6 per cent gold 

bonds, series B , 5, 400, 000 

Columbus & Erie first mortgage 56-year 5 per cent gold bonds 600, 000 

Purpose, note issue maturing April 1, 1919, War Finance Corporation taking such 
part of new issue as bankers could not place, and $5,000,000 which the Railroad 
Administration informally had agreed to take. 

GULF, MOBILE & NORTHERN. 

Amount, $330,000; date made, July 1, 1919; rate, 6 per cent; maturity, demand; 
date paid, November 13, 1920. 

Security: 

Meridian & Memphis Ry. Co. fist mortgage 5 per cent bonds, due Jan. 1 , 

1943, par value $675, OOO 

All outstanding stock of Meridian & Memphis Ry * 6, 000 

Also agreement not to place any mortgage on property of Gulf, Mobile & 
Noruem without making provision for repayment of above advance. 
Piurpose: 

To meet maturities of Meridian & Memphis Ry. Co 260, 000 

To pay off floating debt incurred on account of Meridian & Memphis Ry . 70, OOO 

ILLINOIS CENTRAL RAILROAD CO. 

Amount, $1,500,000; date made, December 31, 1918; $10,500,000: date made, Janu- 
ary 27, 1919; rate, 6 per cent;" maturity, demand; date paid, February 25, 1919,. 
$6,300,000; April 3, 1920, $5,700,000. 

Security: 

Ulinois Central R. R. 5 per cent first refunding mortgage bonds, due 

Dec. 1, 1963, tout value $8, 268, 000 

Illinois Central II. R. 4 pex cent lefimding mortgage bonds, due Nov. 
1, 1955— 

Originally deposited, par value 8, 647, OOO 

Deposited later as additional security and in substitution, par 
value 1,048,000 

1 Simres. 

* $10,500,000 of this advanoe carried a rate of 6| per ceiit for the first 30 days and 6 per cent thereafter. 
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Purpose: 

To repay advances of $10,000,000 from Director General of Railroads 

and interest on same $10, 500, 000 

For interest and other corporate requirements 1, 500, 000 

NEW YORK CENTRAL RAILROAD CO. 

Loan No. 1, $13,500,000; date made, January 23, 1919. No. 2. $4,000,000; data 
made, January 23, 1919. No. 3, $3,000,000; date mad©, January 23, 1919. Total, 
$20,500,000. Maturity, 90 days after demand on or subsequent to one year from 
the dates of said notes. Date paid, July 24, 1919, $3,000,000. 
Security : 

(A) Under loan No. 1 — 

Reading Co., common shares. . 122, 05O 

Reading Co., first preferred ' do. . 46, 200 

Reading Co., second preferred do. . 2, 500 

Wells Faigo Express do. . 7, 500 

Mohawk Valley, common do. . 26, 143 

New York State Railways, common do. . 136, 043 

New York, New Haven & Hartford, common do . . 15, 45ft 

New York, New Haven & Hartford, consolidated 3J per cent 

debentures $206, 300 

New York. New Haven & Hartford, consolidated 6 per cent 

debentures $421, 000 

American Railway Express. shares. . 23, OOO 

(B) Under loan No. 2— 

Note of Michigan Central Railroad Co. for $5,000,000 secured by- 
Canada Southern shares. . 75, 000 

Toronto, Hamilton & BuffaloRailway do . . 6, 694 

Michigan Central, refunding and improvement 4 J per cent 
bonds, series A, due 1947, par value $2, 171, OOO 

(C) Under loan No. 3— - 

Note of Cleveland, Cincinnati, Chicago & St. Louis, $3,750,000, 
seciu-ed by — 
Cleveland, Cincinnati, Chicago & St. Louis, general mort- 
gage 5 per cent bonds, series B , due June 1 , 1993 , par valu o . 313, 000 
Cleveland, Cincinnati, Chicago & St. Louis, 4 J per cent 

debentures, due Jan. 1, 1931, par value 4, 500, 000 

Purpose: 

To repay Director General of Railroads 13, 500, 000 

To advance to Michigan Central to enable it to repay Director General 

of Railroads 4, 000, 000 

To advance to Cleveland, Cincinnati, Chicago & St. Louis to enable 
it to repay Director General of Railroads 3, 000, 000 

SOUTHERN RAILWAY CO. 

Amount: $5,264,480, date made, December 30, 1918; $735,520, date made, January 
6, 1919; $792,770, date made, February 24, 1919; $562,500, date made March 1, 1919; 
total, $7,355,270. Maturity, demand; date paid, June 22, 1921, $4,971,425.87; July 1, 
1921, $28,574.13. 

Seciuity : Southern Ry. Co. development and general mortgage 4 per cent 

bonds, series A, due Jan. 1, 1956, par value $14, 145, 000 

Purpose; 

To repjay Director General of Railroads 3, 670,000 

Maturing eauipment obligations 412, 000 

Interest and rentals ; • - -  4, 210, 770 

Balance due on note issue maturing Mar. 2, 1919 562, 500 

Of the above advances the following amounts remain unpaid as of August 1, 1921: 

Ann Arbor Railroad Co $50, 000 

Chicago, Indiana & Louisville 1, 400, 000 

Chicago, Rock Island & Pacific 10, 430, 000 

Erie Railroad Co 12, 497, 940 

New York Central Raihoad 17,500,000 

Southern Railway Co 2, 355, 270 
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Early in the spring of 1919 it became apparent that the decreased volume of traffic, 
increased costs of operation^ and the necessity of financing large items of additions and 
l)etterment8 and equipment for the railroads would require further appropriations 
from Congress. For this purpose $750,000,000 was asked by the Eailroiud Adminis- 
tration, but the measure failed of passage in the closing days of the Sixty-fifth Congress. 
The financial condition of ihe Railroad Administration was such that the assistance of 
the War Finance Corporation was required to prevent a disastrous financial collapse 
and to insure the uninterrupted operation of the railroads during the period of demobil- 
ization. We therefore advanced immediately to the Director General of Railroads 
$50,000,000, taking as collateral certain obli^tions of various railroads pledged as 
isecurity for advances from the administration. 

Duriiig the spring months revenues from railroad operation are always materially 
l)elow the average for the fiscal year, for reasons readily imderstandable. During the 
spring of 1919 revenues were paxticiilarly unfavorable because of conditions then pre- 
i^ing. The director general was therefore faced with the problem of obtaining 
sufficient funds for the payments due monthly in the way of rentals, which payments 
the roads in turn requirea to meet interest and other accruing chaiges. Through the 
cooperation of the War Finance Corporation there was developed the plan of paying, 
in lieu of cash, certificates of indebtedness, as evidence of indebtedness and bearing 
interest. These certificates were then pledged by the railroads, either with banks or 
the War Finance Corporation, and cash for interest and other requirements thus ob- 
itained. 

To cover the requirements of April, May, and June, certificates to the amount of 
approximately $29z,000,000 were issued to railroads and to railway equipment com- 
panies— ^193,272,975 of this to railroads. The War Finance Corporation loaned 
$65,094,830 to railroad companies, taking such certificates as collateral, and $1,000,000 
miscellaneous advances, also on certificates, to railway equipment companies. 

It is probable that without our participation the metnod of borrowing on certificates 
could not have been used. Through the element of confidence injected into the situa- 
tion by our participation, three times as much money as we advanced was provided 
through other channels. 

In June Congress appropriated $750,000,000 as an additional revolving fund for the 
Railroad Administration, and the certificates of indebtedness have been paid off and 
our loans on such certificates repaid . The Railroad A dministration has also repaid the 
$50,000,000 advanced for its temporary needs. 

A list of advances made by the War Finance Corporation on certificates of indebted- 
ness of the Director General is as follows: All of these advances were made on notes 
payable on demand and secured by the deposit of certificates of indebtedness in face 
amount equal to 125 per cent of the amount of the advance. All of these loans were 
paid July 15, 1919, 



Name. 



Alabama Great Southern 

Baltimore & Ohio R. R 

Do 

Boston & Maine R. R 

Do 

Buffalo, Rochester <& Pitts- 
burgh 

Do 

•Central R. R. of New Jersev. . 

Do 

Do 

Do 

Central Vermont Ry. Co 

Chesapeake & Ohio Ry. Co. . 

Do 

Do 

•Chicago & Alton R. R 

Do ;.•...;....... 

Chieago, Burlington & 
Quincy 

Do 

Do 

Chicago, MUwaukee <& St. 

Paul 

Chicago, Rock Island & 
Pacfflc 

Do 

Cincinnati, New Orleans & 
Texas Pacific 



Date. 



1919. 
Jime 17 
Mar. 31 
Apr. 29 
Mar. 29 
Apr. 29 

Mar. 28 
Apr. 23 
Apr. 29 
May 14 
June 23 

...do 

Apr. 29 
Mar. 28 
Apr. 29 
May 26 
Apr. 29 
June 2 

Mar. 26 
Apr. 23 
June 23 

Mar. 29 



. . .do . . . 
Apr. 29 

June 18 



Amount. 



1392,000 

4,600,000 

1,700,000 

728,000 

216,000 

208,800 
449,600 
776,200 
693,600 
130,400 
fiS8,400 
128,800 
«00,000 
400,000 
347,000 
100,000 
80,000 

3,977,600 
1,520,000 
2,216,000 

1,600,000 

2,800,000 
436,800 

194,360 



Name. 



Cleveland, Chicago, Cincin- 

nati& St. Ivouis 

Delaware & Hudson 

Do 

KrieR.R 

Do 

Hocking Valley 

Illinois Central 

Do 

International & Great North- 



em 

Lake Erie & Western 

Lehigh Valley 

Do 

Do 

Michigan Central 

Missouri, Kansas 6i Texas. . . 

Do , 

Missouri Pacific 

New York Central , 

New York, New Haven & 

Hartford , 

New York, Susquehanna & 

Western , 

Northern Pacific 

Northwestern Pacific 

Pennsylvania R . R 

Pere Marquette. 



Date. 



Mar. 29 
Apr. 29 
June 21 
Mar. 31 
May 26 
Apr. 29 
...do... 
May 26 

Apr. 30 
Mar. 29 
Mar. 28 
May 13 
May 26 
Mar. 29 
Apr. 29 
May 26 
Mar. 31 
Mar. 29 

Apr. 29 



Philadelphia & Reading^. . . . 
San Antonio & Aransas Pass. 



...do...., 
Apr. 23 
June 23 
May 26 
Apr. 29 
May 6 
Apr. 16 



Amount. 



1340,000 

753,000 

1,000,000 

2,600,000 

800,000 

100,000 

1,700,000 

1,600,000 

387,200 

62,400 

2,400,000 

240,000 

800,000 

992,000 

342,000 

976,000 

1,120,000 

2,000,000 

1, 312, 000 

100,000 

2,500,000 

540,000 

12,260,000 

140,000 

1, 000, 000 

53,000 
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Name. 


Date. 


Amount. 


Name. 


Date. 


Amount. 


Seaboard Air Line Ry 

Do 


June. 2 
June 14 
Apr. 24 
Apr. 28 
Apr. 29 
May 26 


$135,000 
110,000 ' 
100,000 
77.1.000 
976,000 
92,800 


Do 


June 14 
Mar. 26 
Mar. 29 
Mar. 27 
June 24 


168,000 


Western Maryland Ry 

Do 


931,000 


dpokaue, Portland & Seattle. 
Virginia Ry 


213,600 


Wheeling & Lake Erie 

Do 


618,000 


Waoash R y 


24,480 


Do 








I 


i 





ADVANCE TO CUMBERLAND A MANCHESTER RAILROAD CO. 

(This advance, totaling (175,000, was paid June 30, 1921.) 

The Cumberland & Manchester Railroad Co. was not at any time under Federal 
•control, though it has accepted the provisions of the transportation act with respect 
to guaranteed returns during six months following the end of Federal control. 

The advance to the Cumberland & Manchester Railroad Co. was made partly as a 
transportation matter, at the request of the United States Railroad Adnamstration 
and partly because of its bearing on the coal situation, at the request of the United 
States Fuel Administration. 

Summary of advances from War Finance Corporation to railroads. 



Name of road. 



Amount. 



A. Advances to railroads under Federal control on securities 
other than certificates of indebtedness of the Director 
General of RaUroad«: 

Ann Arbor R. R. Co 

BaltimoreA Ohio R, R 

Buffalo, Rochester & Pitt'^bnrgh 

Central of Georgia 

Chesapeake & Ohio Ry 

Chicago, Indianapohs & LoiixSviUe 

Chicago, Milwaukee & St. Paul 

Chicago, Rook Island & Pacific 

Erie RaUroad Co 

Gulf, Mobile & Northern 

Illinois Central Railroad Co 

New York Central Railroad 

Southern Railway Co 

Total 

B. Advance to Cumberland & Manchester 

<J. Advance to Director General railroads 

D. Advances to railroads on certificates of indebtednessiasued 

Director General 

Total railroad advances 

Total repaid to Aug. 1, 1921 

Remaining unpaid Aug. 1, 1921 



$150,000.00 
7,450,000.00 
1,000,000.00 
2,02],Q0a00 

2,620,000.00 

1, ♦00,000.00 

11,. 500, 000. 00 

10,430^000.00 

12,768^420.00 

330,000.00 

12,000,000.00 

20,500,000.00 

7, 355, 27a 00 



80,524,690.00 

175,000.00 

50,000,000.00 

65,094,830.00 



204,794,520.00 
160,561,310.00 



44,233.210.00 



Dale paid. 



Feb. 

July 

Dec. 

June 
/Mar. 
\Feb. 



26,1921 
15,1919 

1,1920 
11. 1019 

1,1919 
14.1921 



Oct 9, 1020 



Apr. 

Nov. 
/Feb. 
\Apr. 

Jyly 
/June 
\July 



1919 
13, 1920 
26^1919 

.%1920 
24,1919 
2^1921 

1,1921 



June 30,1921 
July 15^1919 



.do. 



sioo.ooaoo 

7,450,000.00 
1,000,000.00 
2.021.00a00 
300,000 00 
2,320,000,00 



11.^00.000.00 



270,480.00 
330,000.00 
6,300,OQaOO 
5,700,000.00 
3,000,000.00 
4,971,425.87 
28»574.13 



45,291,480.00 

175,000.00 

60,000^000.00 

65,094,830.00 



ieQ,56i,3iaoo 



Summary of certificate issuts by Director General. 

Certificates of indebtedness issued by Director General: 

Carriers |193, 272, 975. 00 

Barge lines, etc 389, 921. 58 

Raiuroad equipment builders 98, 284, 741. 59 

Total 291, 947, 638. 17 

Advances by War Finance Corporation with certificates of indebtedness as col- 
lateral: Amount advanced railroads, $65,094,830; equipment, $J, 000,000; pax value 
certificates deposited as collateral thereunder, railroads. $81,373,600: equipment. 
$1,250,142.51. Dated August 3, 2921. 

Senator La Follette. I happened to notice one transaction, and 1 regard it only 
as incidental to the method of conducting business. You made a loan about July 
1, 1918, as I remember, of about sixteen or seventeen million dollars, to the Rapid 
Transit Co. of New York. 
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Mr. Meyer. The Brooklyn Rapid Transit Co. of New York; yes. 

Senator La Follette. Has that loan been paid? 

Mr. Meter. No; the company is in the hands of the receiver at the present time. 

Senator La Follette. How soon after the loan was made did the company go 
into tiie hands of the receiver? 

Mr. Meyer. About six months. I think. 

Senator La Follette. Were proceedings pending to put it into the hands of the 
receiver at the time the loan was made? 

Mr. Meyer. I do not think they were. I was not at that time managing director 
of the corporation. I was just one of the directors; it was stated that there was a. 
note issue of about $60,000,000 falling due at that time, and the company applied for 
all the money to meet the maturi^. I think the directors agreed to aovance 30 

ger cent of the face value of the notes if the holders of the notes would extend the 
alance, and that plan was carried out. The principal consideration for making 
the loan at the time — ^if you will remember the period, it was about the middle of 
June, 1918, that this matter was before the board 

Senator La Follstte. Yes; October. 

Mr. Meyer (continuing). That date happened to coincide with perhaps the very 
worst time in the military position of the united States and of the countries associated 
with us in the war; and, of course, also with a time of the greatest financial strain. 
We were spending liien perhaps $70,000,000 a day for military purposes. The directors 
hesitated a great deal about the loan, and the decision was really made on the recom- 
mendation of the Secretary of the Treasury, and I think of the Federal Reserve Board, 
on the ground that the receivership of the Brooklyn Rapid Transit at that time would 
constitute a very detrimental factor in the general financial strength of this country 
and perhaps affect the whole military situation in so far as finance had anything to da 
with military affairs. So that was really the deciding factor at the time. 

Six months later the Brooklyn Rapid Transit Co. appeared before the directors for a 
loan of $20,000,000, if I am not mistaken. The war was over then, and of course the 
financial strength of America had ceased to be a factor from a military point of view. 
The board refused to make a loan on the ground that it had nothing to do with the war, 
and that our powers were connected only with war activities and had expired in so far 
as such advances were concerned. The company went into the hands of a receiver 
soon afterwards. It was stated that it might have to go into the hands of a receiver if 
no way was found to finance the maturity of $60,000,000 falling due in June, 1918, and 
it was with a view to avert that, I assume, that the Secretary of the Treasury and the 
Federal Reserve Board, or the Federal reserve banks, advised that the advance be 
made. The security was considered ^ood at the time. Many people consider it good 
now. The road's earnings are improving. 

The advance is secured by bonds representing a cash investment under the super- 
vision of the Public Sersdce Commission of the State of New York, and the city of 
New York has an investment of perhaps $140,000,000, in addition, in the lines oper- 
ated b^r the Brooklyn Rapid Transit Co. The condition then existing, which was 
one of increasing expenses and stationary revenues — which, of course, was nothing 
exceptional in that companv; it was true of all of the public utilities — ^interfered 
with the earning capacity of the company. I think its earning capacity is coming 
back, now that the expense of operating is being reduced. My opinion is that the 
War Finance Corporation will not lose any money on that loan ultimately. That is 
a matter of judgment. 

Senator La Follette. How long, in your opinion, will it have to be carried to 
pull it out of the hole? 

Mr. Meyer. I could not say. I would not have an opinion as to that. But I 
would consider that the investment is likely to be ultimately recovered. The ques- 
tion of time, of course, is a little difficult to judge. It is a matter of personal opinion. 

Senator La Follette. Were loans made to other failing institutions? 

Mr. Meyer. That was not a failing institution at the time, as we regarded it. I 
do not know of any such loans, Senator, offhand. Of course, the whole authority 
of the War Finance Corporation was to save institutions that might have been in 
danger without some assistance. That is what it was created for. 

Senator La Follette. Well, that is a conclusion on which there might be some 
difference of opinion when it is applied in particular cases. Was there a loan of 
about a million dollars made to a New Orleans corporation? 

Mr. Meyer. There was a loan made at that time to a New Orleans street railway. 
I think that has all been paid off. Yes, it has all been paid off. 

Senator La Follette. Did it afterwards go into the hands of the receiver? 

Mr. Meyer. It afterwards went into the nands of the receiver, but this loan was 
sufficiently well secured and it was paid off. 
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SeDAtor La Follbtte. When was that paid off? Do you happen to remember 
when it was paid? 

Mr. Meyer. It was paid oft in instaUments, but all of it was finally paid off — ^I 
think at the end of last year. 

Senator La Follette. Well, just note, if you please, when you come to make out 
the list of your loans and the results of those loans, the particular date of the payment 
of that amount. 

Mr. Meter. I am qiute sure that the final installment was paid at the end of 1920. 

Note. — The last installment was paid January 5, 1921. 

Senator La Follette. Mr. Meyer, when waa your attention first directed to this 
plan of financing the railroads? 

Mr. Meyer. Nobody directed my attention to it. 

Senator La Follette. When did you first conceive the idea, if it originated with 
you? 

Mr. Meyer. Of coiirse, the discussion about the railroad situation has been general. 

Senator La Follette. Oh, I understand that. I am not talking about that. 

Mi. Meyer. It occurred to me that the War Finance Corporation might perhaps be 
helpful in this situation and that our war powers might be revived if Congress wanted 
to do it. I made the suggestion, and it seemed to me that prdtlr^r near 

Senator La Follette (interposing). When did you fiiBt make it? 

Mr. Meyer. I can not rive you £be date. Senator. 

Senator La Follette. To whom did you make it? 

Mi, Meyer. I made the suggestion to the Secretary of the Treasury, the Secretary 
of Commerce, and the President. 

Senator La Follette. It had not been discussed with you by anybody up to that 
time? 

Mr. Meyer. This plan? 

Senator La Follette. Anything akin to this plan? 

Mr. Meyer. No; it had not been discussed by me with anybody. 

Senator La Follette. Were you present at a conference of bankers with the Presi- 
dent, at which such a plan was discussed? 

Mr. Meyer. No: I have never been present at any conference of bankers with the 
President, and I do not know that it nas ever been discussed by bankers with the 
President. 

Senator La Follette. When did you first have a conference with Mr. Hoover 
about it? 

Mr. Meyer. I can not tell you the date. 

Senator La Follette. About when? How long ago? 

Mr. Meyer. Oh, it might have been three or four weeks ago, perhaps. 

Senator La Follette. Did you know of Mr. Hoover's going to New York to confer 
with the railway executives about it? • 

Mr. Meyer. I did not know that he ever conferred with the railway executives 
about it. 

Senator La Follette. Did you not hear anything about it? 

Mr. Meyer. No. 

Senator La Follette. Who drafted Senate bill 2337? 

Senator TowNSENn (presiding). That ia the last bill. 

Senator La Follette. That is the bill that is before the committee. 

Mr. Meyer. This Senate bill is a revision of a bill that was drafted by the War 
Finance Corporation. I think the counsel of the War Finance Corporation and the 
drafting advisers of the House of Representatives finally determinea the exact form. 

Senator La Follette. Did the War Finance Corporation prepare the first rough 
draft of the first bill? 

Mr. Meyer. I beg your pardon, Senator? 

Senator La Follette. I say, did the War Finance Corporation prepare the first 
draft? 

Mr. Meyer. Our counsel did. 

Senator La Follette. Your counsel did? 

Mr. Meyer. Yes. 

Senator La Follette. Was anyone else present at any time while the subject was 
being discussed? 

Mr. Meyer. I should say not. I think the bill was drawn entirely by the counsel 
of the War Finance Corporation. 

Senator La Follette. Who is he? 

Mr. Meyer. Mr. Henderson. Mr. Henderson is here. 

Senator Pomerene. Give his full name. 

Mr. Meyer. G. C. Henderson. 
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S^mtor La Foixbtte. Why were two bills introduced, do you know? Why were 
two bills prepared? 

Mr. MiBTER. Why were two bill prepared? 

Senator La Follbtte. Yes. There is one Senate bill 2335. 

Mr. Meter. That resulted from the suggestion, I think, of the Bill Drafting Divi- 
sion of the House of Representatives. 

Senator La Follette. Of the House of Representatives? 

Mr. Meyer. Yes. The first, 2335, I think, was our first draft, and this, 2337, was 
the &ial bill. 

Senator La Follette. No. 2335 was your first draft, and this other, 2337, was the 
final draft; is that right? 

Mr. Meyer. Yes, 

Senator La Follbtte. Why was the first bill abandoned for this draft, if you know? 

Mr. Meyer. I am not very well versed on technical matters. It was just a question 
of form. I was not present at the time, except for a moment, and I am not familiar 
with the details of the changes in form. i 

Senator La Follette. Do you think they mean substantially the same thing? 

Mr. Meyer. They appear to be substantially the same thing. I suppose the object 
was to have a uniform bill in both Houses. 

Senator Townsend (presiding). I could answer that if you want to know how that 
happened to/Come in tnere. I can state why I introduced two bills. In the first 
place, the bill was presented to me by the President. 

Senator La Follette. Which one? 

Senator Townsend (presiding). The first bill. I assumed, and I think he did^ that 
it was the same bill that had b^n introduced in the House. After it had been intro- 
duced by me I learned from the chairman of the House committee, Mr. Winslow, that 
the bills were different. I then got a copy of the House bill and saw that it was a 
different bill from the one that I had introduced. After talking with Mr. Winslow 
and being satisfied that they practically had the same object in view, I concluded, at 
nobody's request, to introduce the House bill, so I introduced that several days after- 
wards in Older that the same matter, in exactly the same language, might be brought 
before the two houses. 

Senator La Follette. Exactly. 

Mr. Meyer. Section 2, paragraph (a), on page 2 of this bill, empowers the War 
Finance Corporation to buy from the President — ^and that means, as I take it, an^ 
agency or agencies he has designated under the preceding acts — ^1500,000,000 of securi- 
ties acquired by the Government. 

And, in addition, by the provision of para^aph (c), on pate 3, the War Finance 
Corporation is empowered to sell, market, or dispose of any sucn bonds not purdiased 
by the corporation, which the Government now owns or may acquire. 

Senator La Follette. Now, then, what is the total amount of securities which 
may be sold, marketed, or disposed of by the War Finance Corporation under those 
two provisions? 

Mr. Meyer. I think the exact amounts, Senator, could be more promptly given to 
you by the Director General or the Treasury Department, because they have the 
exact figures. 

Senator La Follette. Yes, I know the exact figures could, but in a rough way you 
can approximate to them, can you not? 

Mr. Meyer. It would not be possible until the Director General has determined the 
amount that, under this authority, if granted, would be taken in connection with 
funding. As long as that very large amoimt and very important amount is indeter- 
minate, I do not see that it would be possible to give you that figure. While the 
amount of additions and betterments are definite, pernaps, the Director General 
would not necessarily take obligations to the full extent of the additions and better- 
ments from all railroads if it was not necessary, and some railroads might be able to 
do some financing in the investment market; tneir bankers might not ask the Director 
General to take any, so that it would not be possible to give you that figure, as far as 
I know. 

Senator La Follette. Well, from the latest availahle Treasury Statement, April 
30, 1921, it shows that upon that date the Government held securities of the carriers, 
acquired under the Federal control act, or under the transportation act, to an aggr^ate 
of 1659,684,437. 

Mr. Meyer. Yes: that figure is definite. 

Senator La Follette. Yes. 

Mr. Meyer. But what would be taken in connection with additions and better- 
ments if authority was granted is indefinite. 

Senator La Follette. That figure is definite, ajid the $500,000,000 provided for 
in paragraph (a) is definite. 
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Mr. Meter. Yes. I meaxi it is only definite a8 a maximum amount. It is not 
definite in 

Senator La Follette. But it is definite as a limitation upon the power of the 
War Finance Corporation. 

Mr. Meyer. Yes. 

Senator La Follette. Yes; and those two amounts taken together would aggregate 
something over a billion dollars, would they not? 

Mr. Meyer. Yes; that might be. Of course $600,000,000 is merely a majdmtun 
amount; it is not a definite amount. 

Senator La Follette. Well, I am asking for the outside. 

Mr. Meyer. And out of the $600,000,000 that you mentioned, a considerable part 
probably would not be marketable in the beginning . It might take quite a long time . 

Senator La Folletfb. Now, in addition, the memorandum of the Director General 
of the Railroads transmitted to Congress by the President July 26, 1921, shows that 
upon that date the carriers owed the Government approximately $763,000,000 for 
additions and betterments. Now that, of course, sooner or later will be funded under 
the terms of the transportation act. 

Mr. Meyer. Not necessarily all of it, because some of these roads may not ask for 
any funding, and some may be able to fund in the investment market. 

Senator La Follette. Well, judging from the piast they are likely to ask for assist- 
ance right along and all the assistance that they are able to get under any legislation 
Congress adopts. 

Mr. Meyer. I think conditions are improving in the investment markets, so that 
I hardly believe 

Senator La Follette. If conditions should not improve, and if things should go the 
other way? I am just now talking of the limitations and possibilities of this proposed 
legislation. And that $763,000,000 in the course of time is likely to be funded, or at 
least will be funded in whole or in part. That is a fair assumption, is it not? 

Mr. Meyer. Yes; but it may be any part — ^it may be a small part. 

Senator La Fqllette. Yes. 

Mr. Meyer. Nobody can say at this time what it would be. 

Senator La Follette. Yes, exactly. And if it were funded, that, together with 
the securities already acquired, which aggregate $659,000,000, plus the $500,000,000 
which paragraph (a) provides for the War Finance Corporation acquiring from the 
President, would make a sum total of $1,422,684,437, would it not? 

Mr. Meyer. The $500,000,000 that we would be taking from the director general is 
included twice apparently, isn't it, Senator, in your statement? 

Senator La Follette. I think not. 

Mr. Meyer. The $500,000,000 ^ould be part of the additions and betterments. 

Senator Smith. Do you mean included in the $763,000,000? 

Mr. Meyer. Yes. May I trouble you to repeat your figures? Perhaps I did not 
not understand them. Senator. 

Senator La Follette. Well, as I understand paragraph (a) of section 22 as amended, 
provides that the War Finance Corporation may purchase from the President up to 
the amount of $500,000,000. That is true, is it not? 

Mr. Meyer. Yes. 

Senator La Follette. And then under paragraph (c) the War Finance Corporation 
may sell, market, and dispose of any bonds and securities not purchased by the cor- 
poration which the Government has acquired from the railroads. 

Mr. Meyer. Yes; merely acting as its agent at the request of the President. 

Senator Smith. Senator La Follette, may I ask him a question right there? 

Senator La Follette. Certainly. 

Senator Smith. I understood you to say — I have not investigated this — ^that the 
Government now holds the obligations of the roads to the amount of $659,000,000? 

Senator La Follette. $659,684,437, as I understand it from reading this memo- 
randum from a Treasury statement of April 30. 

Mr. Meyer. I think that is correct. Senator. 

Senator Smith. Now what I wanted to ask Mr. Meyer was this: My imderstanding 
was that this $500,000,000 was asked in order to liquidate a part of that $659,000,000. 

Mr. Meyer. Of tiie securities now held by the Secretary? 

Senator Smith. Yes; 

Mr. Meyer. No. 

Senator La Follette. No. 

Mr. Meyer. It might be part of it; it could be any of the securities now held by the 
Secretary. It might be some of these equipment trusts which we have mentioned or 
it might be securities which the Director General in his settlemente has taken or may 
have occasion to take. 
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Senator Smith. I just wanted to get that clear in my mind. 

Mr. Meter. Yes. It might be, as a matter of fact, out of these securities to the 
lull amount or to any part thereof. ~ 

Senator La Follette. And if out of these securities to the full amount it would 
aggregate $1,159,684,437, would it not? According to my hurried computation here 
ib&t would be the amount. 

Mr.. Meter. If the President has six hundred and odd millions of securities and we 
were to buy $500,000,000 of them, we would have them instead of the President. 

Senator La Follette. Well, that is true as to this. That is the XK)int I wanted to 
get in my mind. 

Mr. Meter. Yes; we can not add those two amounts together. 

Senator La Follette. Yes; but has he not other securities aside from the 
$659,000,000? . 

Mr. Meter. At the present time? 

Senator La Follette. Yes. 

Mr. Meter. I do not think so. 

Senator La Follette. Are you certain about it? 

Mi, Meter. He may have taken some since the statement came out, but I only 
have the same statement that you have, Senator. 

Senator Pomerene. Will you pardon me if I interpolate there, Senator? 

Senator IjA Follette. Yes; certainly. 

Senator Pomerene. Mr. Meyer, this is a pretty important matter, and a wliile ago, 
in answer to a question by Senator La Follette, you added the $500,000,000 to me 
$659,000,000, making the total which Senator La Follette has stated as $1,159,000,000. 

Mr. Meter. No; I did not intend to assent to that. 

Senator Pomerene. No; but a moment ago you did. At least that is as I con- 
strued it. 

Mr. Meter. I did not mean to. It was not my intention to assent to that, Senator. 

Senator Pomerene. And I placed the same construction upon it that Senator Smith 
did here, namely, that this $500,000,000 would not be an addition to the loan made 
by the Government or advances made by the Government to the railroads. 

Mr. Meter. It is not intended as an addition. 

Senator Pomerene. But it would be a substitution to the extent that the $500,- 
000,000 would be used. 

Mr. Meter. Yes; I quite a^ee. I thought I had made it clear. 

Senator Townsend (presiding). You did subscribe to it before you clearly under- 
stood it, and then you changed it. 

Mr. Meter. Yes; I misunderstood it in the first instance, but then afterwards I 
tried to correct it. 

Senator La Follette. Well, if you deduct the* $500,000,000 that you are empow 
ered to purchase from the $659,000,000, in round numbers, which the director general 
had on the 30th of April in railroad securities, it would leave $159,000,000 plus all 
securities still in his hands, which you would have the right to purchase under 
paragraph (c). 

Mr. Meter. No; to sell for account of the President at his request. 

Senator La Follette. Well, you purchase, of course, under paragraph (a). 

Mr. Meter. Yes. 

Senator La Follette. I misspoke myself. 

Mr. Meter. Yes; I just wanted to make that clear. 

Senator La Follette. Yes; I want it corrected. Then, in addition to that, if 
the $763,000,000, which the carriers owe the Government, approximately, should 
be funded into securities you would have the authoritv on request, under paragraph 
(c) to sell or market or dispose of $159,000,000 plus $763,000,000? 

Mr. Meter. That is correct, assuming, of course, there was a market for them. 

Senator La Follette. I imderstand. Somebody has handed me a memorandum 
here making that computation, and bringing it up to $922,000,000. I have not done 
that myself. 

Mr. Meter. If that ideal condition were realizable, then the director general 
could settle up his accounts with the railroads and turn over a handsome sum toward 
the liquidation of the Government indebtedness, which would be a very desirable 
thing if it could be done. 

Senator La Follette. What do you mean by "an ideal condition"? 

Mr. Meter. An ideal condition by which the Government could realize on all its 
loans to the railroads, and get the cash for them, and use it after the settlements had 
been made with the railroads, that is, use the balance which would remain over, for 
the liquidation of the Government indebtedness. 
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Senator La Follette. The trouble .with that is that we do not know anything about 
when we are going to arrive at an ideal condition when the Government will be able 
to market these securities which it takes from the railroads. That is true, is it not? 

Mr. Meyer. Yes; nobody can tell those things in advance. 

Senator LaFollbttb. No, of course; and as I understand it the purpose of this 
legislation is to take securities from the railroads that are not now marketable. For 
the Government to take those securities? 

Mr. Meyer. That is a part of it. 

Senator La Follktte. Yes. 

Mr. Meyer. But, in other directions, it is to authorize the Government to sell some 
of the securities which are now marketable or soon will be. 

Senator La FoLiiBTTE. Yes. Are you able to state what railroad securities the 
Government now has are now marketable at their face value? 

Mr. Meyer. I think there are some. I could designate some that will be very soon. 

Senator La Follbtte. Well, I am not speaking of the future. You are no more of 
a prophet than anybody else, and nobodv knows what the future is going to be. The 
whole world may be swept by a panic that will make it impossible to market any of 
these securities, and in that event the GoV'temment will be compelled to carry this 
whole load, will it not? 

Mr. Meyer. Well, that is a matter of 

Senator La Follette. Just answer that. 

Mr. Meter. That is a matter of judgement, of course. 

Senator La Follette. If that condition should arise? 

Mr. Meyer. I would not say that any particular security was salable until I had 
made a contract to sell it. Then I would say it was salable. 

Senator La Follette. Yes. 

Mr. Meyer: In my judgment, a considerable amount of these securities will be 
gradually marketable. 

Senator La Follette. Yes; I understand. By paragraph (e) of this bill "the 
proceeds of all bonds, notes, or other securities, sola by the President to the corpora- 
tion or by the corporation as felling agent, shall be a fund to be used by the President 
for the purposes described in section 202 of the transportation act, 1920." I am ju«t 
reading section (e) as a baeis for this question. Now, according to your understandii^ 
of that section, to what uses can the proceeds so derived be put? 

Mr. Meybr. I would. prefer that you ask the Director General that question, 
because it really concerns him and not the War Finance Corpoiation as to the pro- 
ceeds of the sales which the Director General might make. 

Senator La Follette. You are not prepared to answer? 

Mr. Meyer. No. 

Senator La Follette. This bill provides in some section for reopening final settle- 
ments. Just where is that, what paragraph? 

Mr. Meyer. That is paragraph (i) on page 2. 

Senator La Follette. What is the object of that paragraph, if you know? 

Mr. Meyer. That is really a matter for the Director General. He has made a few . 
settlements, and he wanted to have the power set forth in that section. I think he 
is able to testify on that in full. Senator. 

Senator La Follette. You are not prepared to testify as to that? 

Mr. Meyer. We have nothing to do with the settlements with the railroads. That 
concerns the Director General. 

Senator La Follette. Mr. Meyer, under the transportation act the railroads are 
required to furnish to the Government obligations bearing a definite rate of interest 
of 6 per cent per annum. That is true, is it not? 

Mr. Meyer. I think that is correct. Senator. 

Senator La Follette. Yes. Now, section 1 of this bill seems to provide that the 
President may accept security at his discretion, bearing interest of less than 6 per cent. 

Mr. Meyer. Yes; but at a discount to compensate for diminished interest, by 
amortizing the difference. 

Senator La Follette. Wdl, that is the thing that puzzles me. I am not a financier 
or an accountant, and I want to ask you to work it out for me here, if you please. 

Mr. Meyer. Yes. 

Senator La Follette. I will just state my question first, if you will permit me. 
I see that the bill provides that such security bearing lees than 6 per cent interest 
shall be received, to quote from the provision, "at a price to ^deld an annual average 
return, including interest and appreciation, if held to and paid at maturity, of 6 
per cent, of such price." Now, in order to make clear just what this provision will 
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authorize, will you please be good enough to calculate for me the price at which the 
President under the provisions of this act will receive such bonds as the Seaboard 
Air Line refunding 4 per cent bonds due in 1959, if he be empowered to? 

Mr. Meyer. He would not be authorized to do so. 

Senator La Follette. He would not be empowered to receive those because they 
run more than a period of — ^is it 10 or 15 years? I do not exactly remember. 

Mr. Meyer. The maturity is January, 1930 — ^that is the latest date. Am I right on 
that, Mr. Director General? 

Mr. Davis. Ten years from the date of the expiration of Federal control. 

Mr. Meyer. Yes. That would be March 1, 1930, wouldn't it? 

Mr. Davis ^ Yes. 

Mr. Meyer. That would mean that he would not be authorized to receive those. 

Senator La Follette. I would like to have you take a bond and work it out so we 
would understand what the transaction would be. Now, let me give you one that 
would come within the terms of the law. Take a Central Pacific 3i per cent gold 
bond due August 1, 1929. 

Mr. Meyer. A 3i per cent bond may be calculated. 

Senator La Follette. Now, just make the calculation. 

Mr. Meyer. That is a very complicated calculation. Tables are used for that. 
Senator. 

Senator La Follette. Well, are you prepared to do it now? 

Mr. Meyer. I do not have a table with me. These things are all figured out math- 
ematically. But a very simple case would be that of a one-year note bearing 6 per 
cent interest at par, which might be the equivalent of a one-year 5 per cent note at 
a little better than 99, because there is 1 per cent 

Senator La Follette. I will ask you to work that out in words of one syllable that 
I can understand, if possible, and I think some of my associates around this table would 
enjoy having it worked out on that plan and submitted to the committee a little later. 

Mr. Meyer. In writing? 

Senator La Follette. In writing. 

Mr. Meyer. I shall be very glad to do that. Senator. 

Senator La Follette. So that we can see something about what the meaning of 
this legislation is. 

Mr. Meyer. In the case of the bond of the Central Pacific to which you referred — 
I do not know whether there is any account with the Central Pacific — ^but say that 
other bonds might be taken so that the Government mip;ht get a little better security, 
perhaps, in that way, in some cases. But I do not think that is so very important, 
because the railroads could issue their notes at 6 per cent secured by tbeir other 
security. 

Senator La Follette. Well, that will be for the committee to consider when they 
come to go into the matter more carefully. 

Mr. Meyer. Yes, indeed. 

Senator La Follette. I think that is all I care to ask the witness this moriking. 
. Senator Townsend (presiding). Senator Kellogg? 

Senator Kellogg. No. 

Senator Townsend (presiding). Senator Femald? 

Senator Fernald. No. 

Senator Townsend (presiding). Senator Smith? 

Senator Smith. No. 

Senator Townsend (presiding). Senator Pittman? 

Senator Pittman. No. 

Senator Townsend (presiding). Senator Pomerene? 

Senator Pomerene. No; I have nothing further. 

Senator Townsend (presiding). I think you understand, Mr. Meyer, what the 
Senators have asked you to prepare, and you will do that at your very earliest con- 
venience. 

Mr. Meyer. Yes, indeed. 

Senator Townsend (presiding). We will be glad to call on you again, Mr. Meyer. 

(The information requested of Mr. Meyer by Senator La Follette is here printed in 
full as follows:) 

"explanation op yield or net return on bonds purchased at a discount and 

HELD TO maturity. 

"When an investor purchases a bond at a price less than par he realizes a net return 
greater than an interest rate carried by the bond for two reasons: In the first place, 
the fixed sum receivable as interest represents a larger rate on the lower price at which 
the bond is purchased; in the second place, when tiie bond is paid in full at maturity 
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the holder receives a sum greater than the amount which he paid — ^in other words, he 
at that time profits by the amount of the discount. It would be possible to obtain the 
net yield in a very simple manner by dividing the total discount by the number of 
years elapsing between the date of purchase and date of maturity, aading this figure 
to the amount received annually in interest and dividing the sum by the price paid 
for the bond, were it not for the fact that the purchaser does not obtain a proportionate 
amount of the discount each year as he does the interest payments, but receives the 
■entire discount at maturity. He therefore does not have the use of this sum in pro- 
portionate annual amounts and it is necessary to make an allowance for this loss of 
use which in finance is represented by the interest which he could obtain from such 
annual payments. 

"To avoid the complex calculations which would otherwise be required there have 
been prepared tables of bond values which show the yields obtainable at various 
interest rates, maturities, and prices. To take a concrete case, such tables show that 
if. ah investor were to buy on September 15, 1921, a bond of the third Liberty loan of 
$1,000 face or par value for the sum of $901.16 he would receive a net yield of 6 per 
cent on his investment if he held the bond to maturity. Bonds of this issue bear 4 J 
per cent interest, payable semiannually, March 15 and September 15, and mature 
September 15, 1928. 

"The proof of this and the explanation of the process may be shown by taking 
the sum paid for the bond, $901.16, and charging against it compound interest at 6 
per cent per anniun, payable semiannually^ or, in other words, 3 per cent each half 
year, also deducting the value of the coupions representing semiannual interest on 
the bond. Example: 

Price paid for bond $901.16 

6 months' interest chaige, at 6 per cent per annum 27. 03 

Total 928.19 

Deduct cash received from coupon representing bond interest 21. 25 

Total 906.94 

Price paid plus balance of interest due (at the rate of 6 per cent, payable 
semiannually) in excess of interest received, equals at the end of the first 
6 months, as shown above 906. 94 

Next 6 months' interest charge, at 6 per cent, payable semiannually (3 per 

cent of $906.94) 27. 21 

Total ,. 934.15 

Deduct cash received from next coupon representing bond interest 21. 25 

Balance at end of 6 months, which is end of first year 912. 90 

"Gontinuin? this calculation for each succeeding six months' period gives the 
following results: 

At the end of the first year (as given above) $912. 90 

At the end of the second year. . . ^ 925. 36 

At the end of the third year 938. 58 

At the end of the fourth year 952. 60 

At the end of the fifth year 967.48 

At the end of the sixth year , 983.26 

At the end of the seventh year 1, 000. 00 

"At the end of the seventh year the bond matures and there is paid in cash its 
par amoimt, $1,000, which meets the calculated requirement at that tune as shown 
above. 

"It therefore appears from the above that if an investor buys a $1,000 bond due in 
seven years and bearing interest at 4} per cent per annum payable semiannually 
at a price of $901. 16 he obtains a return of 6 per cent on his money if he holds it to 
maturity, for the reason that the sum of $901.16 put at compouna interest at 6 per 
cent payable and compounded semiannually, with semiannual allowances for the 
interest coupons of the bond, would return tne sum of $1,000 at maturity." 

Senator Townsend (presiding). Mr. Davis, we will now hear you. 
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STATEMENT OF MB. JAMES C. DAVIS, BIBECTOB GENEBAL OF 

BAIUtOADS, WASHINGTON, D. C. 

Senator Townsend (presiding). Mr. Davis, what position do you occupy now in 
relation to the Government? 

Mr. Davis. I am designed as Director General of Railroads, an agent of the Presi- 
dent, imder the provisions of the transportation act of 1920. 

Senator Townsend (presiding). How long have you been in that positicm? 

Mr. Davis. I came to Washington the 15th of June, 1920, as general counsel to- 
Judge Payne, who was then Director General. I continued as general counsel until 
the 23th of March of this year, when I ^as appointed in my present position. 

Senator Townsend (presiding). Did you nave anything to do with the preparation 
of this bill that is before us here, Senate 2337? 

Mr. Davis. Yes, sir, in a general way. I talked over the general provisions of the 
bill with Mr. Meyer after I understood that this plan bad been adopted, and then I 
was personnally present at a conference with the cnairman of the Interstate Commerce 
Committee of the House, Mi. Winslow, and Mr. Mey^ and Mr. Hend^rscm, the attomev 
for the War Finance Board, and two gentlemen who were desiffuated to me as bill 
experts for the House, and we discussed the various provii^ions en a proposed bill, and 
I left after it had been generally talked of, and as I understand the resiUt of that 
conference was the bill that was introduced in the House and the second bill that 
was introduced in the Senate. 

Senator Townsend (presiding). Now, Mr. Davis, the committee would be glad to 
hear from you in reference to your views r^^rding any portion of this bill, especially 
those that affect the administration of your office. 

Mr. Davis. Mr. Chairman and gentlemen of the committee, I have not prepared a 
formal statement for the reason that I was not advised as to the particular questioxus 
that would be asked me. I would like, in order to clear up some complications, to 
just in a word explain, as I understand it, the attitude of the Railroad Administration ,. 
Its present authority and the authority that it seeks conferred upon it by this proposed 
leo'islation, first. 

Under section 202 of the transportation act of 1920 the President shall, as soon as 
practicable after the termination of Federal control, adjust, settle, liquidate, and wind 
up all matters, including compensation and all Questions in dispute of whatsoever 
nature, arising out of or incident to Federal control. Now that is the broad authority 
under which the Railroad Administration is attempting to liquidate the disputes 
arising between the Grovemment and the various corporations tM,t were taken imder 
Federal control. 

Senator Pomerene. That is all classes of claims? 

Mr. Davis. That is all classes of claims. That includes not only the claims as 
between the Government and the individual carriers, but the third persons. We 
have a tremendous amount of claims, personal injury claims, loss and damage, repara- 
tion, fire loss, and claims of that character. 

Senator Pomerene. In other words, between the railroads and the public? 

Mr. Davis. Between the railroads and the public. Now, the present legislation 
does not affect in any way that authority which the President is now exercising. 

Senator Pomerene. Well, may I ask you a question there just to clear up the whole 
thing? : 

Mr. Davis. Yes. 

Senator Pomerene. This pending legislation in no wise affects your authority to 
settle any claims which the railroads, or any of them, may have against the Govern- 
ment growing out of depreciation or anything of that sort? 

Mr. Davis. No, sir; it absolutely, makes no change in the authority of the President 
to adjust, settle, and liquidate in the final settlement these claims which the Govern- 
ment may owe. 

Now as an incident to the settlements there is a special provision in the transporta- 
tion act of 1920, section 207, referring to the refunding of carriers' indebtedness to the 
United States. 

Senator Smfth. Section 207? 

Mr. Davis. Section 207; yes, sir. Now that has a special reference to indebtedness 
created for what is known as additions and betterments chai^eable to capital account. 
When the carriers are under private control and under normal conditions, it is not 
assumed that the rates fixed by the Interstate Commerce Commission will affcurd a 
sufficient income to enable the carriers to make capital extensions, and in normal times 
the corporations ordinarily provide for additions and betterments by the issuing of 
bonds, putting it as an additional capital account. 

Senator La Follette. May I just interrupt you to make an inquiry? 

Mr. Davis. Yes, sir. 
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Senator La Follette. I want to inquire whether rates have not been maintained 
Mgh enough to enable the carriers in a great many instances to establish a surplus 
out of which they have made that character of investments. 

Mr. Davis. I would say yes to that, partly. Senator, as you very well recognize. 
Where the Government makes a fixed rate to carriers that have unequal earning 
capacities, to enable a poor carrier to earn 6 per cent, the fortimate carrier may earn 
more than that, and I nave no doubt that in the past prosperous carriers have been 
able to make capital expenditures out of their earnings. That is one of the mooted 
questions in all rate issues. 

Senator Kellogg. All of their capital expenditures? 

Mr. Davis. Oh, no; only a portion of them. I say that a great many of the rail- 
roads have been fortunate enough in the rates that were fixed to make some capital 
expenditures out of the surplus arising from rates, but I do not understand that the 
rates particularly contemi^te that result. 

Now during the period *ft Federal control there was expended by the Government 
for the carriers in the matter of additions and betterments an aggregate sum of $1,144,- 
681,582.39. These expenditures in some instances were made by and with the con- 
sent of the carriers carrying out a definite plan of improvement that the carriers had, 
ixrhich was interrupted by the war. In other instances they were made against the 
protest of the carriers, and without their consent. And the question as to whether the 
Government shall bear the expenses of these additions and betterments, or whether 
the carriers shall bear them is one of the matters that we have to settle in the final 
settlement. There were a great many additions and betterments purely for war 
purposes that were rendered useless, that the Government is ob^ged to stand. Of 
course these expenditures were made at peak prices of labor and hxaterial during the 
war, and cost the carriers more than they would under ordinary circumstances. 

Senator Pomerene. What was that figure, Mr. Davis? 

Mr. Davis. $1,144,681,582.39. 

Senator La Follette. Mr. Davis, may I just ask you at that point this question? 
Supposing the Government had not taken over the railroads and the railroads had 
continued in the hands of the private owners, would they not under their obligations 
as common carriers, have been required to make those expenditures to meet the ex- 
igemries of war? 

Mr. Davis. Well, I could not answer that categorically. Senator, and I do not think 
you would expect that character of an answer. In a great many of these additions 
and betterments it is a question of judgment as to necessity of the improvement. 
The carriers could have gotten alon^ without a great many of them, and still in a way 
have fulfilled their public obli^tions. I say there would have been the ordinary 
obligation on the carrier, if private control had continued throughout the war, to 
make the necessary improv^ements to fulfill its public obligations. We will agree 
about that, I guess! 

Senator La Follette. Yes. And I do not know whether we would agree to this 
further statement that the railroads were not in condition to meet the requirements 
•of the situation and were fortunate in having the Government take them over and 
relieve them of that. 

Mr. Davis. Well, that is a question for debate. Senator. I might debate it with 
you, Senator, if it would be of any purpose. A great many of the roads were in con- 
dition, and a great many of them were not. I have a personal knowledge of the 
Middle West railroads, and I believe they were entirely able to comply with the 
obligations to the public during the war. With the roads serving the Atlantic coast 
there were congestions there that made a different situation. 

Senator La Follette. Yes. 

Mr. Davis. That is a debatable question, sir. 

At the point of the interruption, I was suggesting the amount of additions and 
betterments, which is in excess of a billion dollars. Now, of that amount, $381,619,- 
957.12 represents equipment purchased by the Government for the railroads and 
allocated to the various railroads. The eciuipment consisted of 100,000 freight cars 
and 2,000 locomotives. 1 have a communication made to the chairman of the House 
Committee on Appropriations, that I do not expect anybody ever read, that I can 
give you. Senator, that gives you all of these details. 

Senator Townsend (presiding). I will be glad to have you put that in the record. 

Mr. Davis. Yes; I will put it in the record. 
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(The report furnished by Mr. Davis is here printed in full, aa follows:) 

Letter from the Director General op Railroads to the Chairman Committee: 
ON Appropriations, House op Representatives, Transmitting A Statement 
(as of May 1, 1921) of the Condition op the United States Railroad Admin- 
istration IN THE Matter op Liquidating Questions in Dispute Arising Out 
op or Incident to Federal Control. 

letter op transmittal. 

United States Railroad Administration, 

Washington^ D. C, May 5, 1921, 
Hon. James W. Good, 

Chairman Committee on Appropriations, ^ 

House of Representatives y Washington, D. C^ 

My Dear Mr. Good: Replying to your favor of the 21st ultimo, requesting a general 
statement of the financial situation of the Railroad Administration, as to the funds 
available to complete settlements to be made with the carriers of claims *' arising out 
of or incident to Federal control," and also asking an estimate, if possible, as to addi- 
tional amoimts, if any, in excess of existing ai)propriation8, that will be necessary to 
complete such final adjustments, I am attaching hereto a detailed statement of the- 
situation as it at this time exists. 

As to the final amount of claims that will be filed, and the amoimt of funds necessary 
to complete the final adjustments, both of these items must necessarily be estimates of 
the claims that will be eventually filed and the amoimt that will be necessary to 
complete final settlements. 

In addition to the uncertainty involved in the inability to definitely state the- 
amounts just suggested the final liability of the Railroad Administration will neces- 
sarily depend upon the determination oy the courts of important differences that 
now exist between the Railroad Administration and the carriers. . These differences 
very laigely involve the construction of what is known as the upkeep section of the- 
standard contract, and refer specially to the disputed items of maintenance, repair, 
renewal, retirement, and depreciation. 

The complex and variant character of the formulas upon which the claims filed on 
final settlement have been prepared, and the unexpected excessive amounts of these- 
claims, has required time to properly examine and analyze each claim. The results 
of the final settlements which have been made amply justify the time and expense- 
required in making these examinations. 

Any additional or more detailed information which you or your committee ma^r 
desire will be promptly furnished upon' application. 
Yours, very truly, 

James C. Davis, Director General 

Statement op the Condition op the United States Railroad Administration 
IN the Matter op Liquidating Questions in Dispute Arising Out op or Incident 
TO Federal Control. 

I. 

NUMBER OP PROPERTIES UNDER FEDERAL CONTROL WITH WHICH ADJUSTMENTS MUST' 

BE MADE, AND AMOUNT OP CLAIM FILED. 

There were 555 separate properties taken over by the Government. The standard 
contracts, however, include with various companies certain subsidiary lines, so that 
the total number of adjustments that must be made with lines under Federal control 
aggregate 445. These are divided as follows: 

First-class roads .^ 161 

Second and third class roads 110 

Terminal and switching roads 174 

In addition to the roads above described there are 855 short lines, each making claim 
that it was under Federal control from January 1 to June 30, 1918, on which latter date 
most of them were formally relinquished. The status of these short lines with the 
Railroad Administration has been a matter of dispute, and will be more particularly 
discussed in another paragraph of this statement. 

There are also a substantial number and amount of maritime claims growing out of 
the taking over and operation of steamship lines connected with railroad operation. 

Up to this time 73 first-class roads have filed their claims on final settlement, 30 
second and third class roads, and 46 terminal and switching companies, making the- 



KEFtTNDING OF RAILROAD DEBT. 39 

total number of claimB filed 149. These claims as filed represent about 33.5 per cent 
in number and about 58.5 per cent if measiured by mileage. I think it fair to say that 
the claims as filed will represent about 50 per cent of the aggregate amount that will 
be finally claimed by the carriers. 

The total amount of the claims filed to date is $633,708,281. If the claims yet to 
be filed are prepared on the same general-lines as those already filed, the total claims 
presented on final settlement will aggregate a little more than $1,250,000,000. 

In addition to the claims of the carriers on final settlement, there are claims for 
damages arising out of what is known as the Minnesota forest fires; the claims of some 
855 short lines; the lap-over obligations of the Railroad Administrations in the matter 
of loss and damage, personal injuries, fire losses, labor claims, overcliarges, and taxes 
arising out of the F^eral control, and also a balance due on account of the contracts 
and operation of the inland waterways, it being provided in section 201 of the trans- 
portation act that the Railroad Administration shall pay out of its appropriation 
liabilities arising out of tlie completion subsequent to tlhe termination of Federal 
control of' contracts entered into prior to March 1, 1920, and operating obligations 
arising prior to the same date in the matter of inland waterways. 

Reparation claims and judgments, awards, and decrees against the administration 
are not included in this estimate for the reason that provision is made for the pay- 
ment of these claims in paragraph (e) of section 206 and paragraph (e) of section 210 
of the transportation act, reparation claims being more particularly referred to in the 
section of tliis report immediately following. 

Up to May 1, 1921, the Railroad Administration has made final settlements with 
47 roads, of which 19 were first class, 1 second and third class roads, and 17 switching 
and terminal companies. 

Forty -four of the roads settled with had claims amounting to $96,821,801, and were 
allowed in final settlement $42,286,914, or 43.68 per cent of amount claimed. The 
other three, being debtor companies, and having claims amounting to $27,219,066, 
were disposed of by funding on account of additions and betterments to amount of 
$6,800,000. The funding obligations are represented by notes of the companies, 
runnii^ 10 years from March 1, 1920, secured by first-mortgage bonds as collateral. 

The limited number of adjustments so far concluded is accounted for by the fact 
that during the calendar year 1920 comparatively few claims on final settlement 
'were filed, and the further fact that the claims that have been filed are so much larger 
than was anticipated, and upon such variant and complicated formulas, especially 
as to maintenance, that reasonable time is required for the analysis of each claim. 

II. 

CLAIMS OF THIRD PERSONS AGAINST THE RAILROAD ADMINISTRATION, BEING ADDI- 
TIONAL TO THOSE SET UP BY THE CARRIERS ON FINAL SETTLEMENT. 

It may be of interest to give you a short summary of the nature and character of the 
claims of third persons against the Railroad Administration, separate and apart from 
the claims of the carriers, based on the operation of the property during the period of 
Federal control. 

(a) Reparation. — In a schedule of rates as complex as the one under which the 
American railroads operate, many inequalities, mistakes, and misunderstandings 
naturally arise, and there are inevitably many inherent inequalities. A horizontal 
increase of rates, such as the Director General made during the period of Federal 
control, as set out in the provisions of General Order No. 28, when applied to the 
innumerable classifications and combinations of joint, community, territorial, and 
other rates, exaggerated the existing inequalities and increased the controversies as 
between the shippers and the administration. 

There are now pending before the Interstate Commerce Commission over 2,000 
formal complaints for reparation against the director general. There are also over 
10,000 informal complaints that have been filed with the Interstate Commerce Com- 
mission. All of these complaints involve unknown amounts, for the reason that a com- 
plaint filed for a single shipment may be duplicated in innumerable instances in other 
parts of the country, and may involve a tremendous tonnage movement. 

Provision for the payment of these claims is made in paragraph (e) of section 206 and 
paragraph (e) of section 210 as above set out, but attention is called to this matter for 
the reason that the Railroad Administration has supervision over same. 

Under the standard contract these formal and informal complaints should be de- 
fended for the administration by the individual carriers, but in many cases no one 
carrier is solely responsible for the defense of any one complaint, and, because of 
competitive traffic reasons and, in some instances, intimate relations between the 
carriers and the complaining shippers, it has been deemed essential that, where the 
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facts justify it, the administration should undertake the defenae of these claims, and 
that has been provided for by a special department of the Division of Law of the Rail- 
road Administration. The result of the disputes so far disposed of in this matter has 
amply justified this practice on the part of the administration. 

(o) Lap-over clai.ns for personal injury, loss and damage, overcharge, labor, fire losses ^ 
and taxes. — A very large number and amount of claims for personal injury, loss and 
damage, overcharge, labor, fire losses, and taxes were left over as a result of Federal 
operation. These claims are liabilities of the Director General, growing out of Fed- 
eral operation, which must be adjusted by the Railroad Administration. Some idea 
of the volume and magnitude of these claims can be drawn from the fact that for the 
year ending December 31, 1917, the railroads operated in the United States killed 
6,739 persons and injured 20,351, and during the same period paid out for loss and dam- 
age claims $35,382,012; in 1918 paid out $55,734,150; and in 1919, $104,243,782. The 
increase in loss and damage claims)'^ assume, should be largely accounted for by the 
increased volume and value of the tonnage hauled. 

The gross income of these properties from transportation for the year immediately 
preceding Federal control was about $4,000,000,000. The number of individual 
transactions which made this tremendous total and the controversies arising from 
same are almost beyond comprehension. 

For the purpose of expediting the adjustment of these claims regional offices have 
been established in some of the principal railroad centers of the United States, where 
the supervision of these claims is being cared for. Since the end of Federal control 
the larger claims of the character above described have been adjusted through these 
regional offices at the rate of about $2,000,000 per month. These claims are now 
reducing in number, and the regional organization should be terminated within a 
very short time. 

(r) Short lines. — There are 855 what are generally known as short-line railroads. 
These are the roads provided for in section 204 of the transportation act, whereby 
adjustment of deficit in railroad operating income may be made by the Interstate 
Commerce Commission during the period of Federal control, when the particular 
road "was not under Federal operation." 

The status of these short lines with the Railroad Administration has been the sub- 
ject of continuous controversy since the inception of Federal control. In the early 
part of the period of Federal control the Railroad Administration held such lines 
were not so operated by the Government as to entitle them to make any claim against 
the Administration for either operating deficit or compensation. Under the provisions 
of section 14 of the Federal control act most, if not all, of these short lines were formally 
and in writing relinquished by the Federal Administration on or before June 30, 1918. 

The question as to whether or not these roads were under Federal control and opera- 
tion during the six months' period from Januarj^ 1 to June 30, 1918, has been recently 
decided by referees, appointed by the Interstate Commerce Commission, and also 
by the Interstate Commerce Commission, both tribunals holding that the short-line 
roads were under Federal control and operation from January' 1 to June 30, 1918. If 
the decision of the Interatate Commerce Commission is sustained, the short lines will 
have a claim against the Railroad Administration for the six months ending June 30, 
1918, for Federal control and operation. 

Whatever amount ma / be necessary to adjust the short-line claims — and this has 
been variously estimated at from $15,000,000 to $25,000,000— will be in addition to 
the amount considered by former Director General Ilines in his statement, in April, 
1920, to the Appropriation ( onimittee. 

{^d) Minnesota forest Jires. — In October, 1918, a most devastating fire occurred in the 
forest regions of Minnesota. Roughly speaking, some 1,500 square miles of territory 
was burned over; 4,000 homes and 5,000 barns were burned, and a number of good- 
sized towns wholly destroyed; 450 people lost their lives, and some 2,000 people 
received personal injuries sufficient to require medical attention. 

The burned area is sarved by the Great Northern, the Soo Line, and the Duluth, 
Missabe & Northern Railroads, all of them at the time of the fire under Federal control. 

During the conllagration the wind was blowing at a velocity of from 50 to 70 miles 
per hour, and, as a result of this hurricane, an irresistible and devastating conflagration 
occurred, whirh swept tlie area of country above described. The money loss has been 
variously estimated at from $25,000,000 to $40,000,000. 

Originally it was not supposed there was any ground upon which a liability against 
the Railroad Administi-ation lould be sustained, for the reason that there were a very 
large number of inde])endent fires, many known not to have been set out by any 
railroad and others of unknown origin, audit was believed to be impossible to attribute 
the loss direr.'tly to any particular fire or fires set out by the operation of the railroads, 
the existing hurricane and the large number of independent fires prohibiting any 
definite location as to liabUitv. 
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The Supreme Court of Minnesota, in the recent case of Amderaon t>. Director General 
of Railroads (179 N. W., 48), held that, if a fire started by a railroad united mth a fire 
or fires of other or unknown ori^:in, it was a question of fact for a jury to determine 
whether or not the fire started by the railroad was a material or substantial element 
in creating the damage, and, if so, the defendant railroad so starting the fire would be 
liable. In addition, the court held that, although there was a hurricane blowing, 
-except for which the separate fires mentioned would not have spread and united as 
they did, the great conflagration could not be considered an act of God. 

This ruling has resulted in the institution of some 5,000 cases against the Railroad 
Administration in the State courts of Minnesota, and so far quite a number of judg- 
ments have been rendered against the administration in the lower courts on a<?count 
of these claims. It is the opinion of the law department of the Railroad Adminis- 
tration that, by reason of the very lai^e number of persons interested, it will be com- 
paratively easy for attorneys who are efficient in that line to obtain sufficient e\idence 
to make substantially all of these claims a iury question. 

An unfortunate feature of this controversy is the fact that most of the claimants 
have entered into \mtten contingent fee contracts with a limited number of lawyers. 
The State courte of Minnesota sustain contracts of the character entered into, and of 
any sum paid, either as the result of judgments or by voluntary payments the actual 
claimants will not receive more than two-thirds of the amount involved. If the Rail- 
Toad Administration is finally compelled to pay judgment or adjust these claims, the 
aggregate amount of attorneys' fees that would be allowed under these contracts would 
be out of all proportion to the actual services that it will be necessary for the attorneys 
to perform. 

The damages resulting from this fire were not considered at the time the appropria- 
tion to enable the Railroad Administration to adjust its liabilities was made, anct the 
ultimate plan to be adopted by the Administration on this very complicated question 
is one which will require very careful consideration. 

(e) Inland watervmys. — ^Under the provisions of section 201 of the transportation act 
the inland canal and coastwise waterways, which, during the period of Federal control, 
had been under the jurisdiction of the Railroad Administration, were, at the end of 
Federal control, transferred to the Secretary of War, said section providing that the 
Secretary of War shall assume and carry out unfinished contracts, and that the Rail- 
road Administration must pay out of its funds ** all payments under the terms of such 
contracts" (contracts made by the Railroad Administration prior to the termination 
of Federal control), and all claims ** arising out of the operation of such transportation 
facilities by or through the President prior to the termination of Federal control." 

At the time the last appropriation was made for the Railroad Administration it was 
estimated that the liabilities of the inland waterways, which the Railroad Admin- 
istration must pay, would aggregate $3,479,011. Up to this time the administration 
has been obliged to pay an aggregate on this account of $4,592,896.99, or the amount 
of $1,113,885.99 in excess of the estimate at the time the appropiiation was made, and 
I am advised that the additional amount that the Railroad Administration will be 
obliged to pay on account of the inland waterways will aggregate at least $1,500,000, 
so that the liability of the Railroad Administration in this connection will be over 
$2,500,000 more than was originally estimated. The additional claims are largely 
accounted for by reason of changes made in the specifications of the contracts and the 
increased cost of labor. 

III. 

SUMMARY OF LIABILmES, ASSETS, AND ESTIMATES MADE BT FORMER DIRECTOR GEN- 
ERAL HINE8. 

In April, 1920, former Director General Walker D. Hines and his staff appeared 
before a subcommittee of the House Committee on Appropriations and at some length 
A^^ent into the details of the financial condition of the Railroad Administration. The 
statements made at that hearing were printed as a House document, and generally 
distributed to the public. 

Mr. Hines, in his statement to the Committee on Appropriations, estimated the op- 
erating loss of the Government for the period of Federal control at $900,478,756,56. 
This estimate did net include claims of short line railroads, Minnesota forest fire losses, 
or a sufficient sum for lap-over loss and damage, personal injury, ordinary fire losses, 
taxes, labor, overcharge, and inland waterways claims, all of which constitute general 
expenses of the Railroad Administration, and must be considered in estimating 
any loss that will finally result to the Government because of l^ederal control. A 
reasonable estimate of the amount necessary to liquidate these claims is .'?100,000,000. 

In addition to the claims of third persons, above referred to, Mr. Hines failed to 
make allowance for compensation of noncontract roads in excess of the standard 
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return, undermaintenance of way and structures and equipnent, fire losses of carriers' 
property, and additions and betterments made solely for war purposes, the cost of 
such adaitions and betterments being originally charged to the individual carriers, 
but which, upon return to private control, and being found useless to the carrier, must 
be borne by the Administration. The adjustment of these latter claims may require 
the additional sum of $200,000,000. 

All of the items of expense were either not considered by Mr. Hines or underesti- 
mated, and, as they properly come under the head of the general operating expenses 
incurred by the Government, the operating loss in excess of Mr. Hines's estimate will 
be some $300,000,000, or instead of an operating loss to the Government during the 
period of Federal control, as estimated by Mr. Hines, of $900,000,000, it will be more 
neariy $1,200,000,000. 

It must be borne in mind that this estimate is based on making settlement upon 
the Administration's construction of the upkeep section of the standard contract. 
Should the Supreme Court ultimately approve the carriers' contention in regard ta 
maintenance, as set out in eaid upkeep section, the liability of the Railroad Adminis- 
tration would be very largely increased. 

Calling special attention to the claims for undermaintenance, of the claims already 
filed, aggregating $633,000,000, $183,000,000 is for undermaintenance of way and 
$176,000,000 is for undermaintenance of equipment, making a total claim for under- 
maintenance, in the claims already filed, of $359,000,000. As the claims now filed 
represent only about 50 per cent of all the claims, it is probable that the claims for 
undermaintenance will run between $700,000,000 and $800,000,000; the Railroad 
Administration records fail to support claims for overmaintenance suflacient in amount 
to offset these amounts, and it is quite evident that some allowance must be made on 
account of undermaintenance. 

The Railroad Administration now has to its credit, in available caeh, $228,977,311.46. 
This is made up of balance of appropriations of February 28, 1920, and May 8, 1920; 
money in the hands of the Treasurer of the United States Railroad Administration; 
amount due from the Post Oflftce Department, which was included in the recent 
deficiency appropriation bill; and the estimated amount in the hands of the treasurers 
of the carrier corporations, acting as trustees in liquidating t^e small claims growing 
out of Federal control. 

In addition to the foregoing, there is an indefinite and indeterminate amount due 
the Railroad Administration, in the way of uncollected assets, such as freight bills, 
traffic balances with non-Federal carriers, claims for demurrage, and amounts due 
from the War and Navy Departments, the Shipping Board, and otlier governmental 
agencies. It is impossible to state with any degree of accuracy the caeh value of these 
claims, as many of them are in dispute, but the liabilities of the Administration in 
the matter of loss and damage, personal injury, overcharge, fire losees, labor claims, 
and the like will be in excess of this indeterminate amount. 

Your attention is j^articularly called to certain assets, growing out of settlements 
final or partial already made, held by the Railroad Administration in the way of 
obligations of the various railway corporations. .These assets are most of them in 
the form of definite, negotiable obligations, bearing annual interest, and either evi^ 
denced by equipment trust obligations, which carry with them a lien on the equip- 
ment, or secured by mortgage bonds of the various companies, deposited as collateral. 
A general description of these obligations is as follows: 

Bonds $26, 695, 000. 00 

Notes 92, 762, 038. 08 

Receivers' certificates •. 1, 400, 000. 00 

Equipment trust obligations 310, 073, 100. 00 

Making a total of 430, 930, 138. 08 

The notes above described include a loan to New York, New Haven & Hartford 
Railroad Co., made in the early part of Federal control, and heretofore fully explained 
to Congress by former Director Generals. This note is secured by mortgage bonds as 
collateral. The balance of the notes represent obligations given by sundry lines for 
additions and betterments, the refunding notes being also secured by the mortgage 
bonds of the several companies executing same. The equipment trust obligations 
represent the sale by the Railroad Administration to the carriers of ] 00,000 freight cars 
and 2,000 locomotives constructed under orders of the Federal Administration during 
the period of Federal control and allocated to the various carriers. The bonds held 
by the Railroad Administration are largely first mortgage bonds of the Boston tk, Maine 
Railroad, taken by the Administration in an effort to assist in the reorganization of 
that company. 
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As subsequent settlements are made additional obligations of debtor roads will be 
taken and held by the Railroad Adminktration, such indebtedness being for pur- 
poses provided for and in accordance with the transportation act. 

If the railroad companies are solvent, then these obligations should be worth their 
face value, with accrued interest, and if the Railroad Administration could cash, as 
the necessity arises, a sufficient amount of these securities, it has in all probability 
assets consiaerably more than sufficient to pay all of its obligations. 

If, instead of making a direct appropriation for the use of the Railroad Administra- 
tion, the Secretary of the, Treasury could be authorized, upon a proper showing of 
necessity, to take over at their face value, from time to time, such amounts of the 
obligations of the railroads held by the Railroad Administration as may be required 
to complete the liquidation, the fiabilities of the Railroad Administration could be 
adjusted without a direct appropriation in its favor. 

If an arrangement of this land is not feasible, an additional appropriation of 
$200,000,000 will be required to continue the Railroad Administration liquidation 
up to the end of the fiscal year 1922. 

IV. 

DIFFERENCES BETWEEN THE RAILROAD ADMINISTRATION AND THE CARRIERS. 

Serious differences of opinion have arisen as between the carriers and the Adminis-^ 
tration concerning the construction of certain provisions of the standard contract. 
The most substantial contention which has developed is in the construction of section 
5 of the standard contract, which refers to upkeep, and involves the matter of main- 
tenance, repair, renewal, retirement, and depreciation. 

Briefly, it is the contention of the administration that the proviso in paragraph (a) 
of section 5 recognized the impossibility in these various matters of determining by 
what is known as a phy;sical comparison, as between the commencement of Federal' 
control and its termination, the amount of maintenance, repair, renewal, retirement^ 
and depreciation that the Government was liable for, and that this section provided 
for adjusting these differences by what is known as the accounting method, whereby 
the liability of the railroad administration was limited to the expenditure for labor 
and material, after equating as to the prices thereof, or the payment into funds of the 
same amount that the carriers expended for the same purposes during the test period , 
and that such an accounting, using the language of paragraph (a) of section 5, ''shall 
be taken as a full compliance with the foregoing covenant." 

The carriers, on the other hand, relying on certain statements contained in the 
President's message accompanying the President's proclamation taking over the 
prop^ties, and also certain general language of the Federal control act and expressions 
contained in paragraph (c) of section 5 of the contract, contend that they are entitled 
to a physical comparison, to the end that their property shall be returned at the termi- 
nation of Federal control *'in substantially as good repair and in substantially as 
complete equipment as it was at the beginning of Federal control." 

These differences of construction will amount to several hundred million dollars. 



SUMMARY. 

I have no desire to exa^erate the importance or the complexities of making this 
final adjustment of the 26 months of Federal control and operation of the transportation 
systems of the country. It is undoubtedly the greatest adjustment between one 
tenant and over five hundred landlords that has ever occurred. A brief repetition 
of familiar figures emphasizes this. 

The railroads constituted an immense industrial plant, comprising, in round num- 
bers, 250,000 miles of main line, with all of the innumerable structures which go to 
make up an operating railroad — shops, yards, roundhouses, machine shops, store- 
houses, bridges, and the like; 2,500,000 freight cars, in all stages of repair; 66,000 
locomotives; 55,000 passenger cars; some $600,000,000 of materials and supplies scat- 
tered over the many lines of road, with no inventory taken at the time; 555 separate 
companies, with nearly 2,000,000 employees; the gross earnings of the properties for 
the year ending December 31, 1917, over $4,000,000,000, with net earnings for the 
same period of nearly $1,000,000,000, and the entire value of the property estimated 
at from $15,000,000,000 to $20,000,000,000. This property was operated under the 
abnormal conditions of a world war. The demand for labor and materials in all indus- 
trial enterprises was greatly in excess of the supply. In the effort to combine this 



44 KEFUNDING OF RAILROAD DEBT. 

stupendous aggregate of independent lines into a single and coordinating concern 
much of the operating property of the individual carriers was inextricably inter- 
mingled. This adjustment and straightening out of this wonderful adventure on 
the part of the Government presents for solution novel, complex, and important 
questions wholly without precedent. 

The Government took this great plant overnight. It was taken at a time when 
serious and almost unprecedented winter weather greatly embarrasEed and increaeed 
the expense of operation, and at a time when congestion of traffic, largely brought 
about by unusual exigencies in the business incident to the war, and priority orders 
of war material intended for export, had in effect practically broken down the ordi- 
nary efficiency of railroad transportation, especially those eastern lines connecting 
"Nvitli Atlantic ports. 

The property was in all stages of obsolescence. It was taken under a proclamation 
issued by the President, who, in a statement of even date with the proclamation, 
declared that he would recommend to Oongi'ess the passage of a law providing "that 
the railway properties will be maintained during the period of Federal control in 
substantially as good repair and as complete equipment as when taken over by the 
Government." 

The Congress, following this recommendation, in the Federal control act provided 
that the standard contract should contain such provisions "as may be requisite in 
order that the property of each carrier may be returned to it in substantially as good 
repair and in substantially as complete equipment as it was in at the beginning of 
Federal control." 

Most of the roads entered into standard contracts, the terms of which attempt to 
provide rules by which the questions of upkeep shall be determined. It is differ- 
ences of opinion as to the construction of these rules from which arise most of the 
controversies between the Railroad Administration and the carriers in carrying out 
final settlements. 

In conclusion, I want to suggest and emphasize that in reaching final settlements 
the disputes to be adjusted between the carriers and the administration are not mere 
matters of accounting, to be settled by the application of fixed and definite rules that 
may be followed by accountants or statisticians, but every settlement presents serious 
practical questions, many of them new and novel, that can only be fairly determined 
by men on both sides who have had actual and extensive railroad experience in the 
field. 

If you or your committee desire any additional information I will be glad to furnish 
same upon application, or, if you prefer, appear before you in person and explain 
more in detail the progress we are making in our efforts ti) carry out the mandate of 
Congress to "adjust, settle, liquidate, and wind up all matters, including compensa- 
tion, and all questions and disputes of whatsoever nature arising out of or incident tx) 
Federal control." 

Respectfully submitted. 

James C. Davis, 

Director General. 

Mr. Davis. This amount of equipment has been allocated to the various railroads, 
and they gave the Government trust certificates which represent the entire expense 
of the Government in the matter, and these certificates are held by the Director 
General, as agent of the President, in the sum of about $310,000,000. The difference 
between the $310,000,000 and the $381,000,000 has been paid in cash by the various 
railroads. 

Now, these $310,000,000 of equipment trust certificates are negotiable; they are 
seciu*ed by a first lien on the equipment: they are payable in annual installments, 
15 annual installments. The first annual installment was paid on the Ist of January, 
!!921. The interest was promptly paid. I think there was not a default on the Ist 
of July, 1921. And they are the character of instruments that in normal times are 
current as solvent, desirable railroad securities. 

Senator Pomkrene. Now, these were issued under some legislation. 

Mr. Davis. Yes; there was a special act passed in November, 1919, authorizing 
this issue. 

That leaves a balance of additions and betterments of $763,031,625.27. Of this 
amount $60,925,000 has already been fxmded under the general power of the President 
uufler the transportation act by the taking of long- term notes, leaving a balance" in 
round numbers of something over $700,000,000 of additions and betterments properly 
chargeable to capital account which have not been funded. 

Now, it ij? the judgment of the Railroad Administration, after a very careful review 
of this situation, that in the process of funding the Government will not be required 
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to fund, nor will the carrieiB be entitlea to the full amount of this $700,000,000, for 
the following reasons: 

First. Some companies can not ^ve adequate security, and there is no pfbrpose 
on the part of the Kailroad Ac ministration to extenn this indebtedness unless they 
give vtB a security. 

Second. Some companies will be debtor to the administration in such an amount 
iiiat after refraining from chaijging additions and betterments there will still be a 
balance due to the administration, or if there is a balance due the corporation it will 
be materially less than the amount of the additions and betterments. 

Third. There are companies that will not require, because of their financial con- 
dition, the fundinja; to the full amount of the expenditure made by the Government. 

The transportation act lodges with the President a discretion in this funding, and 
acting as his agent, I do not expect to fund to the full amount, and expect to do just 
as little funding as seems to be consistent. So that it is my judgment that the limit 
of funding under this proposed legislation would be $500^0,000, and if I was pressed 
I would say that it would be under $500,000,000 rather than over $500,000,000. 

Senator ^omerenb. That is because you would doubt the character of some of the 
securities? 

Mr. Davis. Not only that, sir, but because of the necessities of the individual 
roads. Take a road that can not ^ow real necessity for the funding, or that has got 
ample assets of its own. We would not think of funding that, because it is not neces- 
saiy. There are some of the roads that prefer to go into the market and borrow money 
at nigh rates of interest on short terms, hoping for better times, than to make a long 
term loan with the Government. There are a number of exigencies of that kind that 
will reduce, in my judgment, the amount that will be necessary to fund, to not exceed 
$500,000,000. 

Senator SMrrn. May I ask you right there, because it is so pertiment an inquiry: 
That is not in addition to what has already been funded? 

Mr. Davis. Yes, that is in addition to what has already been funded. We have 
funded $60,000,000, and that would be in addition. 

Senator Smffh. It was stated that the Government held new obligations of the roads 
of $659,000,000. 

Mr. Davis. Well now. Senator, let me explain that. 

Senator Smith. Well, the point I wanted to get is this. I just wanted to complete 
my statement so that you can explain it. 

Mr. Davis. I beg you pardon. I did not mean to interrupt you. 

Senator Smfth. Senator La FoUette made the point that there was $659,000,000 
held by the Government now against the roads, and that in order to meet the present 
situation that $500,000,000 additional would be asked, and that section (e) of the 
present bill — I believe it is (e^ — would be in addition to that. I am asking you the 
question if the $659,000,000 does not represent the funding by the Government of 
thia present capital account? 

Mr. Davis. No, sir. Let me explain. The United States Treasmy takes all the 
obligations that it can get hold of, of all the different branches of the Government. 
This $659,000,000 represents not only the obligations that the director general has 
taken, ^wing out of not only 'Federal control but all liquidation, but also represents 
the obhgations that the Interstate Commerce Commission has taken in the adjust- 
ment of what is known as the six months' guaranty period, and I think the loans 
that were made out of the revolving fund 

Mr. Clark. I am not quite clear about that. 

Mr. Davis (continuing). Please let this be understood, that I am only speaking 
for the Railroad Administration, and the obligations of the railroads that we hold 
now that are in the hands of the Treasurer are as follows: We have bonds, $26,695,000. 
And this is as of May 1, 1921. These are changing all the time, but this is as of May 1, 
1921. Notes, $92,762,038; receivers' certificates, $1,400,000; equipment trust obhga- 
tions, $310,073,100. That makes an aggregate of $430,930,138. 

In a letter that I wrote the chairman of the Appropriations Committee of the House 
I made this suggestion, on page 17 [reading]: 

**If, instead of making a direct appropriation for the use of the Railroad Admin- 
istration, the Secretary of the Treasury could be authorized, upon a proper showing 
of necessity, to take over at their face value from time to time such amounts of the 
obligations of the railroads held by the Railroad Administration as may be required 
to complete the liquidation, the liabilities of the Railroad Administration could be 
adjusted without any direct appropriation in its favor." 

Senator Pomerene. Will you send a copy of that statement to the members of the 
committee here? 

Mr. Davis. Yes, Senator; I will be very glad to. I am trying to get somebody to 
read this, Senator, and if you will agree to read it I will send you a copy. 
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Senator Pomebenb. I think I have read everything that you have issued on this 
subject that has come to my office, and I will be glaa to read it. 

Mr. Davis. I worked a long time oil this and I nave not found anybody yet that 
has ever read it, and if I find one man that will read it I will be very glad to send 
it to him. 

Senator Pomerbnb. I will promise you that I will read it. 

Mr. Davis. Under the transportation act of 1920 — and I won't go into details of 
reference, because it takes a little time, and I would have to look it up — ^the Director 
General of Railroads has the right to use the payment of these obligations in a fund 
that, under section 202, which you called Mr. Meyer^s attention to, could be used in 
the final liquidation. But there is some question as to the right of the Railroad 
Administration ix> sell the obligations of the railroads. And so far as the Railroad 
Administration is concerned, the purpose of this proposed legislation is to give the 
Railroad Administration the authority to sell the obligations of the carrierfi which it 
hold and use the proceeds in continuing and closing up the lieruidation. 

Senator Pomebene. Now, Mr. Davis, may I ask you this: Was there any special 
reason, at the time the transportation act was passed, or any of the enabling legislation 
after that, why the power to sell was not given to you? I do not recall hearing the 
matter discussed. 

Mr. Davis. I would say that that was an oversight; that if anybody had thought of 
it, they would have put that in. It is a power that I do nat see how it can do any- 
thing but help the Grovernment, and the whole purpose of this proposed law is to let 
the public, the investing public, carry these obligations of the railroads rather than 
have the Government carry them. 

Senator Townsbnd (presiding). I think we will now have to adjourn until to-morrow 
morning at 10 o'clock. 

(Thereupon, at 12 o'clock noon, an adjournment was taken until 10 o'clock a. m. 
of the following day, Thursday, August 11, 1921.) 
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THUBSDAY, AXTOXTST 11, 1921. 

United States Senate, 
Committee on Interstate Commerce, 

Washington^ D. C. 

The committee met, pursuant to adjournment on yesterday, at 10 o*clock a. m., 
in room 410 Senate Office Buildinjs^, Senator Charles ^. Townsend, presiding. 

Senator Townsend (presiding). The committee will come to omer. Mr. Davis, 
you may proceed. 

STATEMENT OF JAMES C. DAVIS— Continued. 

Mr. Davis. In the statement that I made yesterday in discussing the purpose of 
this bill it was suggested that among other things it was necessary to give the Presi- 
dent or the director general, acting as agent of the President, authority to sell the 
obligations of the railroads which he is taking in the course of liquidation. I want 
to modify that statement just a little bit and suggest that in section 202 of the trans- 
portation act, appropriating unexpended appropriations, the following language 
was used: 

**For these purposes'* — 

That is, the purposes of liquidation — 
"and for the purpose of making the payments specified in subdivision (a) of section 
201, all unexpended balances in the revolving fund created by the Federal control act, 
or of the moneys appropriated by the act entitled * An act to supply a deficiency in the 
appropriation for carrying out the act entitled * * An act to provide for the operation of 
transportation systems while under Federal control, for the just compensation of their 
owners, and for other purposes,*' approved March 21, 1918,' approved June 30, 1919, 
are hereby reappropriated and made available until expended.'' 

Now please note the balance, which is the part I desire to call attention to [reading]: 

'* Ana all moneys derived from the operation of the carriers or otherwise arising out 
of Federal control, and all moneys that have been or may be received in payment of 
the indebtedness of any carrier to the United States arising out of Federal control, shall 
be and remain available until expended for the aforesaid purposes." 

You will note that it is limited to payment of indebteaness and does not directly 
authorize the Pj'esident to sell these obligations in this particular section. 

I want, however, to call the attention of the committee to section 7 of the Federal 
control act. I will read the section, because it is rather instructive, at this point. 
Section 7 is as follows [reading]: 

"Sec. 7. That for the purpose of providing funds requisite for maturing obligations 
or for other legal and proper expenditures, or for reorganizing railroads in receiver- 
ship, carriers may, during the period of Federal control, issue such bonds, notes, 
equipment trust certificates, stock, and other forms of securities, secured or unsecurea 
by mortgage, as the President may first approve as consistent with the public interest, 
The President may, out of the revolving fund created by this act, purchase for the 
United States all or any part of such securities at prices not exceeding par, and may 
sell such securities whenever, in his judgment, it is desirable at prices not less than* 
the cost thereof. Any securities so purchased shall be held by the Secretary of the 
Treasury, who shall, under the direction of the President, represent the United States 
in all matters in connection therewith in the same manner as a private holder thereof. 
The President shall each year, as soon as practicable after January 1, cause a detailed 
report to be submitted to the Congress of all receipts and expenditures made under 
this section and section 6 during the preceding calendar year." 

It is quite possible that under this section of the Federal control act, if the Only 
question involved here was the right of the President to sell these negotiable securities 
at the prices that the Government paid for same, or took same, that we would have 
that right. 

SenatofT La Follbtte. Will you just refer me to that section, if you please? 

47 
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Mr. Davis. That is section 7 of the Federal control act, Senator. T refer you to 
sections 6 and 7. And I merely wanted to call your attention to this provision of the 
law, so that it would not he considered that I had unqualifiedly said that the director 
general had no authority to sell any of these certificates. 

Senator Kellogg. Do you take it that that section is an authority to sell the se- 
curities that you receive under the transportation act? 

Mr. Davis. Well, I simply wanted to call attention to that situation, Senator^ so 
that the unqualified statement that I made would not stand wihout that explanation - 

Senator Kellogg. But is it your opinion that this is an authority to sell the securities 
received imder this act, or that it is an authority to sell the securities received under 
both acts, or all three acts? 

Mr. Davis. Well, I am not quite prepared at this time to give you an opinion about 
that. 

Senator Townsbnd (presiding). One would probably have to study its terms some 
to determine that. 

Mr. Davis. Ajid it was because of this obscurity that we are asking for the specific 
power; in view of the fact that the War Finance Corporation had no authority to buy 
we included then the imqualified ri^ht to sell, so there could be no question as to tho^ 
title to the securities if they were disposed of. I only wanted to make that explana- 
tion so that it would not appear in the record without that qualification. 

Now, I have no desire to extend this matter, but I am very anxious to be as helpfui 
aa I can, to give the committee all the information that I have in the matter. 

Permit me to say this, that there are two branches in the adjustment of these matters^ 
that are to some extent separate. That is, the general settlements, and the funding. 
We are so far progressing m the fiual settlements — and while I have no desire to fe 
bound by anything definite, because it is so uncertain a matter that you can not be 
definite — ^but I thmk I can see the end of the liquidation of Federal control with 
reasonable certainty. I believe I can estimate with some reasonable certainty the 
amount of money that it is ^oing to take to finally liquidate the claims. I am speaking, 
now exclusive of the funding. 

Senator Towns end (presioiiig). How much do you think that would be, Mr. Davis? 

Mr. Davis. I think, Senator, that by December 31, 1922, unless there is serious 
litigation involving the construction of the contract, that the bulk of these adjust- 
ments should be concluded. 

Senator La Follette. What is that date, Mr. Davis? 

Mr. Davis. December 31, 1922, about a year and a half from now. Senator. Of 
course, there will be details, but the bulk oi the adjustments ought to be concluded 
by that time if we can continue as we are doing now. 

Senator Watson. You now have available $149,000,000? 

Mr. Davis. As of July 1. We have spent some since tlien. 

Senator Watson. Yes. 

Mr. Davis. I am speaking in round numbers, because they change every day. We- 
are paying out money every day and we are getting in money every day. 

Now it has been our estimate that it would require about $200,000,000 in addition 
to what we have, to complete these settlements, in other words, it would take about 
$349,000,000, in addition to the assets in the field that have not yet been all realized 
on, to conclude the final settlements. 

Senator La Follette. Will you state again what you have on hand? 

Mr. Davis. Well, as of July 1, we had in round numbers $149,000,000. We have 
paid out quite a little bit since then. I think, Senator, I gave you these details in Sr. 
letter that I wrote you. 

Senator La Follette. Yes, you wrote me a letter, and I think you did, but I do- 
not have it with me, and the figures were not in my mind now. 

Mr. Davis. And the committee will understand that we are engs^ed in collecting- 
every day and paying out every day, and that our balances vary with the day's- 
transaction. 

Senator La Follette. Oh, certainly. 

Mr. Davis. It has alwa>n3 been expected that the amount necessary to complete- 
liquidation would be provided for by a direct appropriation, and I have made that 
estimate to Gen. Dawes and to some of the committees in the House who have called 
for this information. 

Now the funding, as I explained on yesterday, in my judgment — well, I will say it 
will not exceed $500,000,000 if this power is granted, because it is within the discretioa 
of the President, whether he funds $100,()()0,()00 or $500,000,000. He has the author- 
ity now to enter into this funding proposition if he so desires. 

Senator La Follette. W^, pardon me, it won't exceed that ii he determines that, 
it shaQ not exceed that, is that what you mean to say? You say it is in his power. 
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Mr. Davis. Yes, sir. Well, he has definitely indicated- 



Senator La Follette (interposing). But supposing he should change his mind, and 
conditions should change, and all that? 

Mr. Davis. Well, of course, Senator, you can imagine or suppose almost anything. 
I am sayii^ that as the Railroad Administration looks at it now 

Senator La Follette. Exactly. 

Mr.' Davis (continuing). The limit of funding under any circumstances will be 
$500,000,000. 

Senator La Follette. Yes; but the power is beyond that. 

Mr. Davis. Oh, the power is beyond that; yes, sir. 

Senator La Follette. The power is beyond that. 

Mr. Davis. Yes, Senator, the power is beyond that. 

Senator La Follette. Exactly. 

Mr. Davis. So that when you contemplate what may be done under this bill — 
for instance, Senator La Follette on yesterday in examining Mr. Meyer suggested 
that there was something over $600,000,000 in the hands of the United States Treasurer 
and that we might take other oblipitions, and I think it a^egated up to over $1,000,- 
000,000. In my judgment the sale of these certificates will be limited by the neces- 
sities of the Railroad Administration and the necessities of the Railroad Adminis- 
tration in final settlement, and in funding, in my best judgment, will not exceed 
$700,000,000, of which $200,000,000 will be used in the ordinary liquidation that we 
are now carrying on, and $500,000,000 will be used in the wise (fiscretion of the Presi- 
dent in fimding in those cases where he gets good security and he thinks it is desirable 
to do so. 

Senator La Follette. Now, let me ask you a question in that connection. What 
I wanted to get right in that connection is upon whom, or whose decision, are these 
amounts that may be required dependent — ^upon your own decision as Director 
General? That is one of the elements of certainty or uncertainty in the matter. Are 
none of the claims pending before the Interstate Commerce Commission? 

Mr. Davis. None. of the claims that I am speaking of. That is another proposition. 

Senator La Follette. That is another proposition. 

Mr. Davis. That is the guaranty period? 

Senator La Follette. Yes; that covers nothing but the guaranty period. 

Mr. Davis. That covers nothing but the guarantee period, yes. 

Senator La Follette. Now supposing the railroad companies are not satisfied with 
your decisions, and go to the courts. That is a possibility, is it not? 

Mr. Davis. They would have no right to go to the courts, sir, in the matter of funding. 

Senator La Follette. No, no; I did not mean that^ -but in the matter of claims. 

Mr. Davis. Oh, yes. 

Senator La Follette. Yes. 

Mr. Davis. That is a very hotly disputed question, sir. 

Senator La Follette. Exactly. 

Mr. Davis. Yes, sir. 

Senator La Follette. And there is a wide difference indicated, is there not? 

Mr. Davis. Well, that difference is well indicated by the opinion of the Interstate 
Commerce Commission that was rendered last Saturday, in which a majority stand 
with the Railroad Administration on the question of the ineflSciency of labor, and 
there are two dissenting opinions very well written, which show the opinion of the 
other side. 

Senator Poindexter. Who rendered the dissenting opinions? 

Mr. Davis. Commissioner Daniels wrote one, Commissioner Potter wrote another, 
and Commissioner Campbell wrote a very short dissenting opinion. The Interstate 
Commerce Commission stood 7 for the majority opinion, 3 diesenters, and one ndt 
taking part. 

Senator Poindexter. Did those three dissenters hold that this claim based on the 
alleged inefficiency of labor was a valid one? 

Mr. Davis. Chairman Daniels held squarely, in my judgment, that it was. Com- 
missioner Potter has a theory that he says does not involve the inefficiency of labor, 
but which the Railroad Administration thinks does. He held it on a different theory. 

Senator La Follette. But held the same conclusion? 

Mr. Davis. But he reached the conclusion that in some way some additional com- 
pensation should be allowed, and the net result of it, in my judgment, is based on the 
inefficiency of labor. It is the difference in the cost of applied material, which is a 
polite way to name inefficiency of labor, in my judgment. Those opinions are very 
valuable contributions to this subject. 

Senator Poindexter. They would be very interesting. 



02933— 21— PT 1- 



50 REFUNDING OF RAILROAD DEBT. 

Mr. Davis. They would be very instructive to read. 

Senator La Follbttb. There was a l)retty persistent piece of information afloat 
here for a number of days that the commission had decided it the other way. 

Mr. Davis. I am not oflScially advised about that. 

Senator La Follettb. You are not officially advised about that? 

Mr. Davis. No, Senator. I am not officially advised about that. I read something 
in the newspapers about it. 

Senator La Follettb. Well, I heard something about it outside of the newspapers. 
Go ahead, sir. 

Mr. Davis. I would like to explain. Senator Smith, if I can, the e''fect of this fund- 
ing, and possibly clear up in your mind, at least, the method by which this will be 
done, ana if you will permit me I will take a concrete case. 

Senator Smith. I will be very glad to have you do so. 

Mr. Davis. The Railroad Administration hais settled with the Great Northern Rail- 
road, which is one of the substantial and solvent railroad systems of the country. 
In that settlement there was a charge against the Great Northern Railroad, and in 
favor of the Railroad Administration, of additions and betterments, that ag^egated 
$16,997,642. Those were capital expenditures made bv the Railroad Administration 
during the 26 months of Federal control. We charged that to the railroad, and we 
made it pay this sum in the final settlement. As a conclusion of that final settlement, 
we paid the Great Northern Railroad $6,500,000. 

Now if we had funded — ^and we do the funding in round figures — ^if we had funded 
$15,000,000 of additions and betterments for the railroad we would have taken their 
negotiable obligations secured by their current mortgage bonds for §15,000,000, paya- 
ble on the 30tli of June, 1930, ten years from the expiration of Federal control, and 
instead of paying them $6,500,000 we would have paia them $21,500,000. 

Now, Senator La Follette, mav I make two explanations? You asked Mr. Meyer 
the purpose of putting in paragraph (i) in this bill, authorizing the President to re- 
adjust any final sattlement made with the carriers before this subdivision takes effect, 
for the purpose of funding in accordance with the provisions of this proposed law, any 
indebtedness due such carrier. That was put in at my suggestion in order that we 
might treat the corporations that have come in and accepted our theory of the settle- 
ment, and made what I consider fair settlements, in the same way that we do the 
others, give them the same advantage as to funding that we give to the roads that ha^ e 
been holding out. That is the only purpose of it. 

Senator La Follette. Well, what is tne effect of it? 

Mr. Davis. Well, take this specific case. We have collected from the Great North- 
ern Railroad $16,997,642 of capital expenditures. Now, if this proposed law passes 
and the Great Northern would apply to have all or any part of its additions and bet- 
terments funded, we would exercise the same discretion m advancing to them, if you 
please, on approved security the proportionate amount of additions and betterments 
that we do to the other roads that have not made the settlement. It is simply that 
the roads that have come in promptly and made Mr settlements, according to our 
construe don of the contract, snould not be put at a disadvantage, and that was the 
only purpose of this provision. It was not to open up generally the final settlement. 
It was just in that particular. That was the history of it. 

Senator La Follette. Well, to what extent, in effect, will it open up final settle- 
ments? 

Mr. Davis. Well, it will only open it up to the extent that I have stated, that we 
would not place these roads who have come in and settled fairly, at a disadvantage as 
against those that we have not settled with. We would exercise a discretion in the 
amoimt whi(h we would fund. 

Senator La Follette. Yes; but having opened up the final settlement, it stands 
open, does it not? 

Mr. Davis. No, it says "readjust." ^It would be only opened up in that one par- 
ticular. 

Senator La Follette. Well, now, supposing when that final settlement is ppened 
up thev proceed to tile some additional claims. 

Mr. 1)avis. Oh, no, no, sir; it could not be done. 

Senator La Follette. Well, now, let me just finish. Just wait a moment. Grow- 
ing out of matters that have developed, as they might represent, since the final settle- 
ment. 

Mr. Davis. Could not consider it at all. 

Senator La Follette. You know, of course, that the English Government has 
declined to make any adjustments with their railroads until all final settlements are 
concluded, do you not? 

Mr. Davis. No, sir; I am not advised definitely about that. But I would like to 
have the committee understand quite definitely that this provision as to readjust- 
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ment is only limited to a readjuatment as to funding, and would not reopen the final 
settlements, and the adjustment would only be made on condition that the final 
settlement would stand as it originally was drawn, with the exception that they would 
be granted the privilep^e of funding such as other roads are granted, and it would in 
no way contemplate the re-opening of the final settlement or the permission for the 
filing of additional claims. 

Senator La Follette. To what extent have final settlements been made? What 
percentage*? 

Mr. Davis. Well, now, I was coming to that. 

Senator La Folt-eite. If you are coming to that in some further statement, I will not 
now interrupt you about that. 

Mr. Davis, fiave you any other questions just at this point. Senator Smith, about 
the funding, because I am anxious that you should get at least my theory of it clear 
in your mind. 

{Senator Smith. Yes. Now, there U a concrete case of the Great Northern Railroad. 
The Government on its own initiative spent $15,000,000, did it not? 

Mr. Davis. Well, call it $16,000,000. It was over $16,000,000. 

Senator Smith. Well, now, in the final settlement the Great Northern gave to the 
Government as security for this amount certain 

Mr. Davis (interposing). No, no; we collected from them in cash. Senator. 

Senator Smith. You collected from them in cash? 

Mr. Davis. Well, we took it out of their compensation. They had $62,000,000 
compensation, and we took out of their compensation nearly $17,000,000 f£ capital 
account. 

Senator Smith. I see; you collected from them in cash. 

Mr. Davis. Yes, sir; at least we charged them with it. 

Senator Smith. After deducting what the Government spent on the road from what 
was due them in the way of compensation, you gave them the balance. 

Mr. Davis. Yes, sir. 

Senator Smffh. Now, you are permitting them, pending final settlement, to fund a 
part 

Mr. Davis. No; there is no funding at all. We have absolutely settled with the 
Great Northern Railroad, and they have no claim against the Railroad Administration 
of any kind or character. We have got a receipt in full. They are ended. 

Senator Poindexter. I understand the whole business of the Government admin- 
istration with that road haa been finally closed. 

Mr. Davis. Absolutely settled, Senator Poindexter. 

Senator Smith. You have just deducted what the "Government had spent on the 
road from what the Government owed them as compensation? 

Mr. Davis. Yes, sir; made them pay in carfi the capital expenditures. 

Senator Smith. Made them pay m cash the capital expenditure, and then you 
turned over to them the balance that was due them for compensation? 

Mr, Davis. Yes. 

Senator Kellogg. Do you consider subdivision (i) very important? 

Mr. Davis. Why, Senator Kellogg, it is only important as an exhibition of a spirit 
of fairness. There are about 100 carriers that have come in voluntarily and have 
abandoned their claims for inefficiency of labor and have made fair and just settle- 
ments. Those carriers have been deprived of the privilege of funding. Now, because 
they have come in promptly, I thought they ought to be put on the same basis as 
some that have not come in and settled. It is just in a spirit of fairness; that is all. 

Senator Kellogg. Some of the roads you would have to fund? 

Mr. Davis. Yes; of course we have funded as we have gone along, necessarily, in 
small amounts. 

Senator Kellogg. There are some that are coming that you would have to fund; 
you could not collect it? 

Mr. Davis. Yes, sir; there will be some roads that haven't any assets, and they 
owe us, and we have got to do the beat we can with them. We lost money operating 
them. 

Senator Smith. May I ask one question here? The purpose, then, of this present 
bill is, in a way, to convert the process of settlement with these roads into something 
like a revolving fund. You take the obligations of the road whose capital account 
must be funded, sell those to the War Finance Corporation 

Mr. Davis. Yes. 

Senator Smith (continuing). They iii turn convert the same into cash, turn the cash 
back to you, so that you may meet the other obligations or the other settlements 
that grow out of not the capital accoimt but the ordinary settlements? 
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Mr. Davis. Yes, sir; that is one of the purposes; and then the purpose is to pennit 
the funding. If this bill passes and there is any sort of a normal demand for 6 per 
cent railroad securities, we ought to be able to do the funding and the settlement 
without asking any more appropriations from the Conpees. If the investing public 
will take the obligations that the Railroad Administration has taken, and they are the 
character of obligations that the investing public ordinarily takes, why we could clean 
this up without any more demand on the Treasury. 

Senator Smith. Well, the real object of this legislation is to avoid asking any further 
appropriation from Congress, is it not? Is not that the real object? 

Mr. Davis. Well, it is one of them, but the real object is to furnish to the carriers, 
in a time like this, some ready rash that they need for the purpose of rehabilitating 
their property, largely the purchase of materials and supplies, and the repair of equip- 
ment. 

Senator Kellogg. You do not mean to furnish them out of the Treasury, you mean 
furnish them out of that which the Government owes them? 

Mr. Davis. Yes; and in connection with the funding, Senator. 

Senator Kellogg. That is what I mean. 

Mr. Davis. There is no gratuity about this. It is all value received and taken on 
approved securities. 

Senator Stanley. As I understand it, under the existing law, the probability at 
least is ttiat these obligations which have been turned over to the Government by the 
railroads woidd, when converted into cash, go into the general fund of the Treasury? 

Mr. Davis. No; there is a provision of the transportation act that if we sold, that 
any of the avails will be continued for liquidation, if necessary. If the liquidation 
ifl'completed, of course, if we had any cash on hand, or had any securities, they would 
be turned into the Treasury. 

Senator Stanley. Well, under the existing law, under the transportation act of 
1920, say that a railroad turned over to the Government, or to any department of 
it, $50,000,000 of securities which are not negotiable after they get into the hands of 
the Government, because the Government has no authority, as I understand it, to 
sell them or dispoee of them — supposing the Government held those securities until 
they became due and were paid? 

Mr. Davis. Well, of course, they would be covered into the Treasury unless the 
Railroad Administration was in existence and needed money. They are the property 
of the United States. They are absolutely the property of the United States. 

Senator Stanley. Now, under this act these securities can be converted into cash 
at an earlier date and kept in this revolving fund. 

Mr. Davis. Yes, sir. 

Senator Stanley. That is the purpose of this legislation? 

Mr. Davis. Yes; and if there was any excess, why, it would go back into the 
Treasury. 

Senator Stanley. Excess over the $500,000,000? 

Mr. Davis. Yes; or over the expenses of the Railroad Administration, the cost of 
liquidation. 

Senator Townsend (presiding). One point there that I wanted to get clear in my 
mind, Mr. Davis, and that is in reference to section (i). You take the case that you 
mentioned. 

Mr. Davis. The Great Northern; yes, sir. 

Senator Townsend (presiding). The case that you mentioned. The railroad was 
obliged to pay $16,000,000 on capital account that had been expended for it? 

Mr. Davis. Yes, sir. 

Senator Townsend (presiding). Now, yoa say that you think that that railroad 
ought to be given the same treatment that is given to other railroads that settled 
subsequent to the passage of this act? 

Mr. Davis. Yes, sir. 

Senator Townsend (presiding). Now, the fact that the railroad paid $16,000,000, 
how would that affect their credit? Would they not be better able to go out and bor- 
row from the public the amount they needed to carry that capital account? 

Mr. Davis. Well, the diflSculty about borrowing money from the public, as I 
understand it, Senator, and I do not pose as a financial expert, is the higher rate of 
interest at this time. If the Great Northern Railroad went into the market to borrow 
money now it would probably have to pay 7 or 7J per cent. If the obligations were 
funded, as we plan, why it would be a 6 per cent obligation, and the general railroad 
credit is very much depressed at this time, and there is an inability to get short-term 
loans at anything except rather exorbitant prices, and you can not float a long-term 
loan now on the market at 6 per cent. 
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Senator Townsend (presiding). Yes. Well, now, your idea is that by the enact- 
ment of this law your corporation will be able to take these notes or obligations from 
good corporations such as the Great Northern? 

Mr. Davis. Yes, sir. 

Senator Townsend (presiding). And I take it that they are good? 

Mr. Davis. Yes, sir; thej[ are good. 

Senator Townsend (presiding). Their security is ample? 

Mr. Davis. Yes, sir. 

Senator Townsend (presiding). You expect to dispose of that at not more than 6 
per cent, do you not? 

Mr. Davis. Yes, sir; but in anything like normal times. Senator, a 6 per cent obli- 
gation is negotiable, and it has been the hope of everybodythat we are on the road 
toward normalcy, and that within a very snort time the War Finance Corporation 
could dispose of these prime securities to the investing public. 

Senator Townsend (presiding). Yes. Well, I hope that is true. But what I had 
in mind was that if the Great Northern Railroad Co. was relieved of the $16,000,000 
which it owed the Government, which the Government would seek to refund at a 
6 per cent rate, why would it not be in as good a position as the Government to go 
out to the same investing public and get money at 6 per cent? 

Mr. Davis. Well, the trouble about the railroads is that they have got a crying 
need for money now. There is going to be a normal increase in transportation ton- 
nage and, I should say, a seasonal increase. We have got to get more coal, because 
people have got to get coal or freeze. There is a larger movement of grain. And it 
will not be long, probably, until the equipment to the capacity of the railroads will 
be called upon, and they have got 15 or 16 or 17 per cent of their box cars in bad 
order, and they have no money. They owe for materials and supplies. Since the 
1st of November there has been an unprecedented falling off in the volume of ton- 
nage moved. 

Now, the railroads in April and May were showing a better increase of net,, but 
they were showing no increase in gross. That means that they have been obliged 
to aefer and postpone their maintenance of way and structure and their maintenance 
of equipment, and the crying need of the railroads at this time is readjr money. 

Now, if as you suggest the Great Northern Railroad would have to wait until times 
are normal to float a 6 per cent bond, why they would lose the opportunity of spending 
the money at this time when it is most needed, and when it is the thought of people 
who are wiser than I am in these matters that it would aid very much toward restoring 
the whole normal commercial situation of the country. I think that is one of the 
thoughts in the mind of the people that are projecting this bill. 

Senator Townsend (presiding). Well, do you personally, from yoiu: own experi- 
ence as railroad director, know that there is a great existing emergency to-day which 
must have assistance from the Government if the railroads are to be maintained and 
operated? 

Mr. Davis. Mr. Chairman, I would say from a pretty careful study that I have to 
make of the settlements that we are making, and the accounts of the railroads, and the 
statement of their earnings, that there is a very grave crisis in the railroad situation, 
and that there is a sufficient emergency to justify the Government of the United 
States in aeusting to help rehabilitate the roads. 

I wonder if you would object to my expressing just how this thing strikes me, as a 
personal proposition? 

Senator Townsend ('presiding). That is just what we want. 

Mr. Davis. I mean as a personal proposition. I have no brief for the carriers here. 
I represent the Government, and my whole business is to prevent imposition on the 
Government. 

As a result of the 26 months of Federal control there is no question but what to a 

freater or less extent the individual organizations of the railroads were more or less 
isorganized. They came out of Federal control with, to some extent, disorganized 
forces. They were obliged to resume private operation. The purpose of Federal 
control had been to place all the transportation systems of the United States into one 
great plant, and to some extent they had to be unscrambled. Some plans of Federal 
operation had to be abandoned. 

Then following tHe guaranty period, and I am not going to express an opinion as to 
the merits of the national working agreements, ekcept to say that the corporations 
themselves did not enter into those agreements, and they found embarrassment about 
them, and I think they found an added expense. 

Now, when the guaranty period ended the 1st of September, for September and 
October most of the roads had quite an unusual amount of business. It looked as 
though the roads were on a high road to a normal condition. 
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About the Ist of November what seemed to be a buyers' strike all over the United 
States struck the country, and the tonnage dropped off so subnormally that some of 
the best paying roads in the United States did not make their operating expenses. 

Take the months of April and May. 

Senator Smith. You mean a credit strike, not a buyers' strike. 

Mr. Davis. Well, there wouldn't anybody buy. I don't know how you would 
describe it, Senator. 

Now, as the result of that, as late in months like April and May a great many of the 
solvent roads did not make operating expenses; ana during six months ending May 
30 many roads showed operating deficits, and the situation is that they have not 
paid their current bill for materials and supplies, they are not keeping up their main- 
tenance of equipment, and they are not keeping up their maintenance of motive power. 

It seems to me that this is an exigency that is the result of the war, and what the 
Government is asked to do in this case is to refrain from collecting certain amounts 
that these roads owe, and do the same for the transportation system of the United 
States that the Government is doing for France and England and Italy and Germany, 
in extending the obligations growing out of the war. 

Now, that is the way I look at it. That is my personal view about it. Maybe 
I am wrong. 

Senator La Follette. Bight there — with just this difference, that you are asking 
for authority to do this thing, and that the Government is making those extensions 
without any authority, and in violation of the acts that were passed by the Congress 
with respect to the foreign loans. 

Mr. Davis. Senator, that is a question of etiquette that I can not discuss with you. 

Senator Kellogg. Mr. Davis, now in the sums that you are paying the railroads, 
not talking about the funding for betterments or improvements, but the other pay- 
ments you are talking about helping the railroads, are you paying anything, or are you 
authorized to pay anything except that which the Government owes? 

Mr. Davis. We are not paying anything except what the Government owes. 

Senator Kellogg. Well, can you? 

Mr. Davis. No, sir; and I would not if I could. 

Senator Kellogg . Then when you are talking about helping the railroads you mean 
to help them by paying the debts to the railroads? 

Mr. Davis. I used that word unfortunately. 

Senator Kellogg. Yes; perhaps you did. 

Mr. Davis. Trying to get money in their hands to rehabilitate, and it is the money 
that the Government owes them. That is what we are trying to do. 

Senator Kellogg. Now, as to the funding of the indebtedness which the railroads 
now owe for betterments and improv ements made during the war. You are proceeding 
to fund this in compliance with the act of Congress known as the transportation act, 
and using only the discretion as to the amount that you shall fund which that act 
authorized the President to exercise, are you not? 

Mr. Davis. Absolutely, sir. 

Senator Townsend (presiding). Now, Mr. Davis, I had not quite finished some 
questions I wanted to ask you in reference to the necessity, in your judgment, of this, 
legislation. Now, the solvent roads — I take it there are solvent and insolvent roads? 

Mr. Davis. Yes, sir. 

Senator Townsend (presiding). About what percentage of them are solvent? 

Mr. Davis. Oh, I would not venture an estimate of that. There are a great many 
of what are known as ordinarily dividend-paying roads that are supposed to be solvent. 
If things do not get better they will all be insolvent, I ima^ne. 

Senator Townsend (presiding). That is, some of them will not be able to pay their 
dividends? 

Mr. Davis. Oh, yes; there are probably a number in that situation. 

Senator Townsend (presiding). Well, now, those roads that are solvent and have 
made settlements in full, or can make settlements with you in full, the only pressing 
need for them, as I understand it from your testimony, is their need for cheaper rates 
of interest? 

Mr. Davis. Well, ready money. 

Senator Townsend (presiding). Well, they can get ready money if they have the 
security by paying a larger rate of interest, can they not? 

Mr. Davis. Well, I am hardly qualified to answer that, as to the money market. 
Senator. I don't know. 1 know the railroad credit is very low, and where you are 
Ijorrowing large sums like millions a difference of between 6 per cent and 7i or 8 per 
cent would amount to quite a lot of money, and if you get a short loan you would 
probably have to pay a commission, and thej^ might have to pay altogether 8 or 9 per 
cent. 1 don't know about that, but I know it is the current thought of men that are 
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interested in and have examined this question that it is practically impossible for the 
railroads to make current loans. And short loans are not desirable because of the 
high rate of interest. 

Senator Townsend (presiding). Now, are you prepared to make a statement to the 
committee giving your reasons why the Government is obligated, or should be obli- 
gated to enact the legislation and carry out the provisions that are carried in this 
proposed bill? 

Mr. Davis. I tried to state on yesterday, Senator, and I can repeat it, that the 
fixing of rates by the Interstate Commerce Commission — and, of course, you all appre- 
ciate that the railroads do not voluntarily fix their own rates— does not contemplate 
that what is known as capital expenditures shall be paid out of current revenues. 

Now, the theory of the Government in fixing the standard return was to give to the 
railroads, as compensation for the use of the property, substantially the same income 
that they were deriving from the rates that the Interstate Commerce Commission had 
permitted them to charge. 

Now, during this period of Federal corifh)! the Government expended on these 
railroads, in some instances involuntarily, and in some instances by agreements with 
the railroads, $1,100,000,000 of additions and betterments properly chargeable to 
capital account, and now in our final' settlements we are making the roads pay out of the 
compensation that the Government gave them these capital expenditui'es that under 
normal circumstances the roads do not pay, but they lund in the way of long-time 
securities, and the proposition is that the Government will loan, if you please, the 
credit to the railroads, to extend their debt for capital expenditures, and that is why 
it has appealed to me on the broad plane of justice as the fair thing for the Government 
to do. 

You probably will recall that when the Esch-Cummins bill passed the Senate it 
had a provision that authorized the funding of all the additions and betterments at 
the option of the roads, and in the House that was changed so that the discretion was 
given to the President to fund, and that is the way we have it now. If the bill that 
the Senate passed had gone through the House, this would have been a right that the 
carriers had to demand. 

Senator Smith. Now, right at that poi^^t, your contention is that the obligations of 
the roads to the Government for the expenditures for capital improvements, should 
be funded for the reason that the compensation that the Government is to pay the 
roads in the way of 

Mr. Davis (interposing). Rent, if you please. 

Senator Smith (continuing). Of earnings, or rental. 

Mr. Davis. Yes. 

Senator Smith (continuing). Ought to be given to the roads to meet their current 
expenses, like they would have done had they not been under Government control. 

Mr. Davis. Absolutely. And that the compensation fixed by the Government 
did not contemplate — that is, based on the same theory that the rates were — the 
using of that compensation for capital expenditures. 

Senator Kbllooo. Well, did not the Grovemment contract with the railroads, 
under the transportation act, that it would fund a certain amount of indebtedness? 

Mr. Davis. Yes. 

Senator Kslloou. The contract provides for it, does it not? 

Mr. Davis. Yes; there is a provision for refunding. Senator. 

Senator Kellogg. There was a provision for funding. ' 

Mr. Davis. Of course, funding was contemplated in the whole scheme of Federal 
control . 

Senator Kellogg. And contracted for? 

Mr. Davis. Yes. 

Senator Watson. In other words, when the Government took chaise of the rail- 
roads thev made improvements and betterments during the period of Federal control 
anaounting to $1,100,000,000. 

Mr. Davis. Yes, sir. 

Senator Watson. The railroads had nothing to do with that. 

Mr. Davis. Yes. 

Senator Watson. The Government did that, and those improvements were charge- 
able to capital account. 

Mr. Davis. They made them if the corporations agreed, and if they did not agree 
they made them anyhow. 

Senator Watson. Now, what effect will it have on the railroads and the financing 
of the railroads and the operation of the railroads, if this legislation is not passed before 
the 15th of January, which it can not be, in my judgment? 

Mr. Davis. Well, Senator, that is a question that I hardly feel able to answer. 
It would be presumptuous for me to suggest, except to say this, that the railroads 
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will go into the winter probably facing an increased tonnage with entirely inade- 
quate equipment, and the general public will suffer because of inefficiency of service, 
which is very essential to all business industry, and having had a large agricultural 
experience out in Iowa I can say that it is absolutely essential to the agricultural 
interests of this country. They will complain more bitterly if the railroads do not 
have properly equipped cars and engines to handle their crops than probably any 
other branch of commerce in this country. 

Senator Watson. My reason for making that statement is this, that if we take a 
recess, which it seems that we are determined to do, we will not reconvene here 
until the 20th of September, and then we will have two months and two weeks in 
which to pass a tariff bill and a tax bill, and that is all that Congress can do, that the 
Senate can do, and in my judgment it will have very hard work to do that. 

Senator La Follette. I wish to present a request for the calling of former Sec- 
retary of the Treasury and Director General McAdoo as a witness here, and also 
Gen. Hines. 

Senator Kellogg. Mr. Chairman, I don*t see that we need a lot of witnesses here, 
and I think we ought to go on with Mr. Davis and finish this up at once. 

Senator Townsbnd (presiding). Well, I am very anxious to do so, and as I stated 
to the committee the other day, when this bill was presented to me for introduction 
I had not given it any particular attention. I don't think very many members of the 
committee had. I wanted to get the ideas of the people who had prepared this bill. 
I wanted to get them so that we could understand what their views were. Then I 
realized that the committee would have to meet and, if we are concluding to go on 
with it, to determine upon the course of procedure that we were to take. Now, that 
was the only object. I called the committee when Senator Cummins was away, at 
his request. 

Senator Kellogg. Well, Mr. Chairman, I would like to ask if this committee has 
met and authorized hearings on this bill? 

Senator Townsend (presiding). It has not. 

Senator Kellogg. Well, then I object to going on with these hearings indefinitely 
until the committee does do it. 

Senator La Follette. I will certainly protest against hearing one side, by this com- 
mittee, and not having full hearings on it. 

Senator Kellogg. I do not know of any one that is asking a hearing. 

Senator La Follette. Well, I am asking a hearing. 

Senator Townsend (presiding). Well, I just called the committee after talking to 
Senator Cummins. I felt it was due myself, and I thought to other members of the 
committee, that we understand fully what the situation was. Of course, I had no 
idea of prolonging the hearings, but I certainly want both sides to be heard. But I 
want the committee to be willing to go ahead with it, if it is a matter that seems of 
such great imi)ortance. I do not propose, of course, as far as I am concerned, that 
anybody that is an authority on this, who has anything to say, that the committee 
wants to hear, shall be denied an opportunity, although I would not consent to calling 
a list of witnesses here for the purpose of delaying action. I would not consent to 
that. But the othe^, I think, was very essential. 

Senator Kellogg. Can we not go on? 

Senator La Follette. The Senate is in session. 

Senator Townsend (presiding). The Senate is in session. So far as I am concerned 
I can go on. 

Senator Stanley. There are a great many members of the committee that want to 
hear this very important matter, who must be in the Senate 

Senator Townsend (presiding). Suppose we meet here to-morrow morning at 10 
o'clock, and let us try to arrange it so we can go on and put in as much time bs we can. 
And then we can determine whether we want to proceed with the legislation at all 
or not. If it turns out that there is no prospect of passing it at this session, we may 
want to postpone the healings until a later time. But 1 am impressed with the 
importance of the legislation, that we ought to give consideration to it and decide it 
one way or the other as promptly as possible. 

Senator Kellogg. Well, Mr. Chairman, I have no objection to calling the Govern- 
ment officials who recommended this bill, but I do not think we ought to go into a 
general hearing which may last weeks on this bill, and 1 do not kno\^ what Mr. McAdoo 
has got to do with it. 

Senator La Follette. Well, it may be that the public has no interest in this legis- 
lation, but I think it will develop before we get through that the public has great 
interest in it. 

Senator Kellogg. I think the public has got a great interest in it. Senator, and we 
have got Government officials here to testify. 
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Senator La Follette. And for Senators who are in favor of this legislation to simply 
insist on calling witnesses who are promoting it, and denying the opportunity to have 
those who are opposed to this legislation represented, I think is a little unusual. 

Senator Kellogg. I have not suggested the calling of any witness. 

Senator Watson. Does the Senator know that Mr. McAdoo is opposed to it? 

Senator La Follettb. I don't know about that, but I know that some people are 
opposed to it who will want to be heard. 

Senator Kellogg. I have not suggested the calling of any witness at all. 

Senator La Follette. You are entirely satisfied with the proposed legislation, 
without calling any witnesses. 

Senator Townsend (presiding). Now, I might have called these gentlemen in a 
star chamber session and gone over it myself, but I did not feel like doing that. I felt 
that we ought to go into the matter here. And I have no objection, so far as I am con- 
cerned, in calling Mr. McAdoo and Mr. Hines, so far as that is concerned, but I am 
opposed to calling in the regular stock list of witness who come in here for and against 
every proposition that comes up. I do not think that we would get anything by that. 
What we want are the facts so that this committee can act intelligently. 

So, without objection, we will appear here tomorrow morning at 10 o'clock to hear 
Mr. Davis and Mr. Clark. 

^Thereupon, at 11 o'clock a. m., an adjournment was taken until 10 o'clock a. m. the 
following day, Friday, August 12, 1921.) 
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PBIDAY, AXTGUST 12, 1921. 

United States Senate, 
Committee on Interstate Commerce, 

Washington^ D. C. 

The committee met, pursuant to adjournment on yesterday, at 10 o'clock a. m., in 
room 410, Senate Office Building, Senator Charles E. To'wnsend presiding. 

STATEMENT OF JAMES C. DAVIS, DIBECTOB GENERAL OF BAIL- 

BO ADS— Continued. 

Senator Townsend (presiding). Mr. Davis, we will proceed. 

Mr. Davis. Mr. 1 'hairman and gentlemen, I have no desire to prolong my statement, 
and can conclude it very shortly. Senator Pomerene asked me to have prepared and 
submit a statement showing the amount of the capital expenditures for additions and 
betterments properly chargeable to capital account as to each of the individual roads 
that was under Federal control, and alao the amount, if any, that had been funded, 
lor each road, and the amount of cash that had been collected. I have had prepared 
a statement of this character, and will hand it to the reporter to be incorporated in the 
record. 

Senator Townsend. It may be placed in the record. 

(The statement presented by Mr. Davis is here printed in full, as follows:) 
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Mr. Davis. I had intended to explain to the comioittee to some extent the progress 
that is being made in liquidation, not because it was germane to this inquiry, but 
because I thought perhaps it was information that the committee might desire to have. 
In view of the fact that ike statem^at I made to Chairman Good of the Approj^riations 
('ommittee will be printed in full as a part of my statement, that will obviate any 
statement of that character at this time. The statement made to Mr. Good was as of 
MAy 1, and the only difference in the statement that would be made to-day would be 
Hiat we have increased the amount of- the settlements and decreased the amount of 
available cash by the amount that we have paid out. 

I wish to give a summary of the objects of this bill and the results it is hoped to 
obtain by its passaj^e. 

The President, in the general liquidation of claims growing out of the period of 
Federal control of railroads, under section 207 of the transportation act of 1920, has 
discretion ''so far as deemed ^dse,' ' upon the carriers giving " in the discretion of the 
President, such security, in such form and upon such terms, as he may prescribe/' 
to fund any or all indebtedness of the carriers to the administration on account of 
additions and betterments properly chargeable to capital account, made during the 
period of Federal control. 

In the course of the liquidation of the large amount of claims g^owins; out of Federal 
control, it has been necessary to take from the carriers certain dennite long-time 
obligations. These obligations have been taken in negotiable form, ordinarily with 
security which would make them desirable purchases by the investing public. There 
is in existing acts of Congress some general and specific authority on the part of the 
President to sell these obligations and use the proceeds in the general plan of liquida- 
tion. 

In an act of Congress approved November 19, 1919, entitled "An act to provide for 
the reimbursement of the United States for motive power, cars, and other equipment 
ordered for railroads and systems of transportation under Federal control, and for 
other purposes," there is express power on the part of the President to sell what are 
known as the equipment trust obligations. This power is found in the following lan- 
guage in said act [reading]: 

"In addition to the powers herein and heretofore conferred, the President is further 
authorized to dispose, in the manner and for the consideration aforesaid, of motive 
power, cars, and other equipment, if any, provided by him in accordance with any 
other provisions of said section, and of any obligations of carriers that may be received 
in reimbursement of the cost thereof." 

This specifically covers what are known as the equipment trust certificates. 
In addition to this specific power, section 202 of the transpoitaticn act of 1920 
reappropriates unexpenaed appropriations theretofore made to the Bailrcad Adminis- 
tration, and contains the following general language: "And all moneys derived frcm 
the operation of the carriers or otherwise arising out of Federal control, and all moneys 
that have been or may be received in payment of the indebtedness of any carrier to 
the United States, arising out of Federal control, shall be and remain available until 
expended for the aforesaid purposes." 
The "aforesaid purposes," as defined in the act, are as follows [reading]. 
"The President shall, as soon as practicable after the termination of Federal con- 
trol, adjust, settle, liquidate, and wind up all matters, including compensation, and 
all questions and disputes of whatsoever nature, arising out of or incident to Federal 
control." 

In addition to the powers contained in the transportation act of 1920, sections 6 and 
7 of the Federal control act ^ve general powers to purchase and sell railroad securities 
defined and described in said section. 

It may very well be argued, therefore, that, without additional legislation, the 
President has the right to sell the various obligations taken in the course of the general 
liquidation growing out of Federal control, but, in view of the fact that the langui^e 
of section 202 does not give express authority to sell, it was deemed wise, in the event 
that the War Finance Corporation was given the power to purchase, to include the 
specific power to sell, and that is the reason why the specific power to sell is incorpor- 
ated in the present bill. The power of the War Finance Corporation to ptirchaee is a 
power which it does not have under existing laws, and is essential to the consun^maticB 
of this plan. 

Paragraph (i) of section 1 of the proposed bill grants power to the President to read- 
just final settlements heretofore made to the extent only that those corporations which 
have heretofore made fair and just final settlements with the administration, conceding 
in these settlements the construction which the Administration has placed upon the 
standard contract, and the liabilities growing out of same, may receive the same con- 
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sideration that corporations that have not settled may receive in the matter of funding. 
In the settlements heretofore made, any general request for funding has been denied, 
for the reason that there were not funds sufficient to carry out a plan of this character. 

The purpose of giving the War Finance Corparation the power to purchase is to enable 
this corporation to temporarily supply the Railroad Administration with funds neces- 
sary to make advances to the railroad corporations of money which the Government 
owes for compensation and other purposes growing out of Federal control, and a reason- 
able funding of additions and betterments. This plan would obviate any necessity for 
a direct appropriation. 

In view of the fact that these securities taken by the Railroad Administration are in 
form, and supported by security, which ordinarily makes them desirable investments, 
it is believed that the War Finance Corporation could witJiin a very limited time die- 
pose of these long-time obligations of the railroads to the investing public, and thus 
relieve the United States Treasury from permanently carrying this long-time paper. 

The desirability of passing this legislation mav be expressed in the thought that 
it will give the railroad corporations ready money for the purf)ose of paying for material 
and supplies and rehabintating equipment very essential to efficient operation. 
Putting this money in circulation would tend to assist the return to normal conditions- 
of labor, and the market for material and supplies necessarilv used in the operation 
and maintenance of railroads, and would not only tide over the railroad corporations 
in a time of extreme depression but would be of substantial assistance toward return 
to normal conditions of the general commercial situation of the country. 

As has heretofore been explained, this is not a new loan to the railroads but simply 
an extension of time in which they can pay for expenditures made in the matter of 
capital investment, and one which in normal times would be represented by the sale 
of Donds on capital account, and is an expenditure which in the ordinary operation 
of railroads is not usually contemplated in the rates which they are permitted to- 
chai^ the public, nor was or should have been considered in the compensation which 
the Government allowed the railroads for the use of their property during the period 
of Federal control. 

That would conclude the statement, so far as I care to make it. 

Senator Kellogg. While you are on that subject, Mr. Davis, there is not any 
doubt whatever of the power of the President to sell the equipment trust certificates- 
received under that act of Congress, is there? 

Mr. Davis. No. 

Senator Kellogg. It is specific. 

Mr. Davis. Yes; I would say that is specific authority, and there is no doubt about 
that, sir. 

Senator Kellogg. It never has been repealed or questioned? 

Mr. Davis. No, never been questioned. 

Senator Kellogg. There is no doubt whatever about the power of the President, 
to sell the securities purchased by the revolving fund provided for in sections 6 and 
7 of the original act to provide for Federal control? 

Mr. Davis. I would say there is no doubt about that, sir. 

Senator Kellogg. The only possible question there can be is as to any securities. 

Senator Watson. What is the amount of those last securities you mentioned? 

Mr. Davis. I could not separate those amounts, but we hold some. 

Senator Watson. You hold some? 

Mr. Davis. Quite a substantial amount they aggregate; yes. 

Senator Kellogg. Those loans are still in force? 

Mr. Davis. Yes, sir; I understand that they are still in force. 

Senator Kellogg. The subsequent appropriations which were added to that 
revolving fimd would, if any securities were bought with those appropriations, be in 
exactly 9ie same position. 

Mr. Davis. Well, as I said yesterday, I am inclined to that opinion, sir; but I 
have not had the time to consider that. 

Senator Kellogg. You have not run down those appropriations to see? 

Mr. Davis. No, sir. 

Senator Kellogg. Well, there is no question whatever about the power of the- 
President to sell a large amount of these securities. The only question is that the 
War Finance (Corporation itself can not buy them. 

Mr. Davis. I would say yes to that. Senator; and the purpose of this amendment, 
60 far as the power to sell, was, as I sug^st, by reason of any doubt that mi^ht arise 
as to the construction of section 202, which in terms does not grant the specific ri^t 
to sell, although it uses general language which would probably support that power. 

Senator Kellogg. That would not affect the equipment trust? 

Mr. Davis. Not at all, sir; it does not affect the equipment trust at all. 
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Senator Kslloog. Yes. 

Senator Smith. Mr. Davis, I wanted to ask you this question. You said a moment 
ago that you wanted this power to enable the War Finance Corporation to take these 
securities, and thereby furnish you, or the Government through you, with ready cash. 
That is contemplated because of the fact that the War Finance Corporation has on hand 
to its credit now, or on hand, something like $400,000,000 of unused funds, has it not? 

Mr. Davis. Yes, sir; and in addition, as I understand it, the War Finance Cor- 
poration is eciuipped to sell; it has a force that knows how to intelligently dispose of 
these securities m the market. But the primary resaon is that the War Finance Cor- 
poration is supposed to have funds available for this purpose. 

Senator SMrrn. Yes; they reported that they had about $400,000,000, in round 
numbers, and therefore they could take these bonds and cash them immediately. 
Now, if it were not for the fact that they have this cash on hand that might be used 
for the purpose contemplated in this act, would it expedite things, do you think, for 
them to become the a'^ent to sell rather than the Government through you offering 
these for sale in the open market? In other words, if it were not for the fact that they 
have got the $400,000,000 in cash on hand now, would it be of any material benefit, 
or would it expedite matters any to pass this legislation? 

Mr. Davis. Why, unless the War Finance Corporation could take these in reason- 
able sums, as they are needed, immediately, I doubt whether there would be any 
purpose in passing this legislation. 

Senator Watson. That is to say, could not the War Finance Corporation probably 
dispose of these securities to better advantage, and probably at a lower rate of interest, 
than the railroads themselves could do? 

Mr. Davis. I think so, sir; probably. 

Senator Smith. But that would be speculative, as to whether thev could or could 
not? 

Senator Watson. Certainly. 

Senator Smith. The object of this is to avail itself of the ready cash that the War 
Finance Corporation has on hand now, that they could immediately meet this 
condition? 

Mr. Davis. Yes. I would like to say. Senator, that I am very reluctant to express 
an opinion as to what the War Finance Corporation can or can not do, because I nave 
no authority with them, and I think that the representative of the War Finance 
Corporation should speak for himself in that matter. I would not care to. 

Senator Smith. The reason I am asking this question is apparent to ns all who are 
familiar with certain legislation that we have passed, and the purposes for which the 
War Finance Corporation was rehabilitated. The main object of that, of course, was, 
and the reason why Congress was enthusiastic and determined in haying the War 
Finance Corporation rehabilitated, was to aid in remedying the distressing coDdition 
of the markets, both domestic and foreign, and provide them with the funos to enable 
them to do this efficiently. 

Now, if the conditions of the railroads are such that they will absorb almost at once 
the paid in and ready capital of the War Finance Corporation, the (question arises; 
How will it meet the conditions for which it was specifically rehabilitated, namely, 
the aiding of domestic and foreign trade, unless it is enabled to go out and sell its 
bonds that it is given the right to do, that is under the amended form of the War Finance 
Corporation, as it is now pending they can sell four times their capital stock, which 
will give them a credit of $2,000,000,000. Now, it might, under the authority we 
give them here, seriously impair their ability to meet the specific obligations for 
which they were rehabilitatea, and it seems to me that unless it can be shown that 
the War Finance Corporation can take these bonds that you hold as against the rail- 
roads, and dispose of^them more expeditiously, and more advantageously^ than you 
could, it rather raises a doubt in the minds of those who have passed ima previous 
legislation as to what will be the effect upon the efficiency of the War Finance Corpora- 
tion to meet the paramount object that we had in view in rehabilitating it. 

Mr. Davis. Well, Senator, I say, with a reluctance to speak as to the activities of 
the War Finance Corporation, I would suggest that first the board of directors of the 
War Finance Corporation will not be compelled to take any more of the raihoad 
securities than will be entirely consistent with their carrying out the other purposes 
of the act. 

Second, I have little doubt but what some of these securities can be readily sold by 
persons who are familiar with making sales of this character. I am not familiar with 
that myself, and I have no organization in the liquidation organization of the Railroad 
Administration to sell. 

Third, the right on the part of the War Finance Corporation to issue its own bonds, 
which in effect am the obligation of the United States; there would be no question 
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but what there could be a temporary issue of those bonds, which would tide over any 
emergency, if such arose. 

Senator Smith, t^ow. I am not familiar with the facts. I do not know whether the 
War Finance Corporation bonds would sell more readily in the market than the rail- 
road securities, unless it were for the fact that the War Finance Corporation is a Gov- 
ernment corporation and might be able to offer a higher rate of interest and better 
terms to the purchaser. I notice that the figures submitted here to our committee 
have revolved around about the amount that the War Finance Corporation has on 
hand in cash. I believe you submitted some figures here yesterday to show that 
when the debits and credits have been about balanced it would amount to something 
like $300,000,000 that we perhaps owe the railroads for the general current expenses, 
and were that liqiudated by the War Finance Corporation taking ovot the securities 
of the roads from you it would just about wipe out the capital stock now paid in by 
the War Finance Corporation, and force them^ if they had to have any capital for doing 
the things for which they were specifically rehabilitated, to sell bonds to get this 
money. Now, it seems to me that there should be some kind of limitation upon the 
amount of capital stock that they might use for this purpose, or some expression on 
the part of Congress as to the sale of bonds for the purpose of getting this money. 
Because I state frankly here, as a member of this committee, that I Siink that the 
trade condition of this country is of as vital importance, or is of more vital impor- 
tance to the American people at this time than any other feature that could conae, 
and that as the representatives here of the people we ought to see that that is rem- 
edied, if pos3ible, to the exclusion of everything else, until we get something Hke a 
return to tolerable conditions in the markets. 

Mr. Davis. I think, Senator, that that is the controlling and underlying purpose of 
this proposed legislation, and that is to help, not so particularly to help me railroads 
as it 18 to aid in general the return of normal trade conditions, such as you suggest. 

Senator Smith. Well, I can see how, if there was a full return to the tonnage and to 
the general commerce and the employment of labor it would help, but this other 
question is larger, and I believe is £rst. I think this would follow that. I think 
your railroad rehabilitation would largely follow revival of the markets, rather than 
be a revival of the markets, because we recognize, everyone recogniases, that one of 
the very first thirds that has got to be done in the readjustment oi this railroad ques- 
tion is the reduction of freight rates. You would practically have to carry the price 
of the commodities in market back to the war peak before the people could profitably 
ship their stuff. There are different kinds of freight to-day that could find a profit- 
able market at the prices obtaining now were it not for the subtraction of freight rates 
which absorb their profits. Now that is notorious. It is known to us all. And 
unless this contemplated legislation would result in an immediate reduction of rates, 
I do not know what will be the effect. 

Senator Kellogg. Well, how is the Government going to pay its debts? 

Senator Smith. Oh, Senator Kellogg, I am not going to stand in the way of the Gov- 
ernment paying its debts. Now, if it calls for an appropriation I am going to vote for 
an appropriation for the Government to pay them. 

Senator Kellogg. Well, why not sell these securities? 

Senator Smfth. Well, I am not objecting at all to selling these securities. 

Senator Kellogg. Well, that is all we are driving at. 

Senator Smith. What I am tr^ring to do is to guard, if possible, the machinery that 
we have set up to help other business, and not absorb all of its capital for one purpose. 

Senator Kellogg. Well, I suggest if there are any further questions to ask Mr. 
Davis, to go ahead and ask them. 

Senator Town send (presiding). Mr. Davis, I want to ask you this: Suppose the 
committee should conclude to permit this power to be exerted, so far as existing 
obligations are concerned, would that be of any relief? 

Mr. Davis. Yes, sir, that would be a very substantial relief. It would permit the 
distribution of the amount of monev that we could realize from existing securities. 

Senator Townsend (presiding). That would solve some of the questions that have 
been asked here in reference to the possibility of the Government's assuming an in- 
definite obligation to dispose of conditions in the future. Now another question. Do 
you make any settlements — I think you have answered this but I want it to appear 
again — do you make any settlement with the railroads that are not final settlements? 

Mr. Davis. We have made no settlement with any railroad that is not an absolute 
and complete and final settlement and an entire acquittance, with this exception. 
In one or two roads the item of material and supplies has been a question that required 
a large amount of checking. When the Government took over the railroads on the 
3l8t of December, 1917, there was about $600,000,000 worth of materials and supplies 
scattered ail over the various systems. No definite inventory was taken at that time, 
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and one of the most irritating delays in making final settlements is the difficulty to 
determine just what materials and supplies were taken over, and just what materials 
and supplies were returned. 

Out of nearly 100 settlements, in two settlements we have made a final settlement 
except the material and supply account, which is subject to check, and that was be- 
cause the roads were all ready to settle except that item, and I thought it fair to adjust 
that and leave the materials and supplies to an actual checking. With those two 
exceptions there are no conditions attached to any settlements that we have ever 
made. 

Senator Potndkxter. What two roads were they? 

Mr. Davis. That was the Northern Pacific Railroad and the Northwestern Pacific 
Railroad. We have checked out the Northwestern Pacific and settled finally with 
them. The adjustment on the Northern Pacific is in process of check. 

Senator Townsend (presiding). In that problem of checking up materials and 
supplies is the question of efficiencv of labor in any way involved, or may it in any 
^way, in any possibility, be involvecl? 

Mr. Davts. Absolutely not involved. About the material and supplies there are 
two questions: First, the quantity — what did we take over? Second, what did we 
return? And then there is a third, which is the pricing. Now, under the provisions 
of the standard rate, if there is a deficiency in material and supplies the Railroad 
Administration is to pay the railroads for that deficiency based on the price at the end 
of Federal control. If there is an excess of material and supplies the railroad corpora- 
tion is to take the excess over, based on the same price. So you will see that we have 
involved: How much did we get? How much did we turn over? And the prices at 
the end of Federal control. Those are the matters involved in the material and 
supply account. 

Senator Townsend (presiding). Any further questions of the witness? 

Senator Watson. Originally there were $1,100,000,000 of these improvements, 
betterments, and additions, were there not? 

Mr. Davis. In round figures; yes, sir. 

Senator Watson. Well, wl^at condition is that whole sum in now? 

Mr. Davis. Well, I am speaking now in round figures. 

Senator Watson. Yes. 

Mr. Davis. $380,000,000 is represented in the equipment trust, of which there are 
$310,000,000 of outstanding certificates, and the balance was paid in cash. The rest 
of the additions and betterments, aggregating something over $700,000,000 — there 
has been a small amount that has been f unaed in some of the settlements that we make, 
and the rest of it is charged against the railroads. 

Senator Watson. Amounting to about $700,000,000? 

Mr. Davis. Yes; a little over $700,000,000, Senator. 

Senator Watson. Now you propose to fund $500,000,000? 

Mr. Davis. I think that the funding that the railroads will be entitled to, based on 
neceasity, ability to gve adequate security, would not exceed $500,000,000. 

Senator Pittman. Does the Government hold any evidence of that indebtedness 
due for betterments? 

Mr. Davis. No, sir; that is in our open account with the railroad. That was paid 
out during the period of Federal control. You see, we kept an account with each 
railroad. There are a great variety of items of account, and among them is the addi- 
tions and betterments account, and that is charged on our books against the railroads. 

Senator Pittman. At the present time that is not a loan, just an indebtedness? 

Mr. Davis. Well, it is an indebtedness on open account. Senator; that is what it i^^. 

Senator PxTtman. I sav it is an indebtedness, but it is not a loan. 

Mr. Davis. It i& not a loan; no. 

Senator Pittman. Well, then, your statement a while ago that this was going to Ixj 
in the nature of a renewal of a loan is hardly accurate. 

Mr. Davis. Well, I remember the discussion that you had with Mr. Meyer about 
that. I think that the fair way to express this is the extension of an existing indebt- 
edness, and if you change the form you do not change the indebtedness; that would 
be my thought about it; but I do not think it makes any difference what you call it. 

Senator Pittman. It does not make any difference excepting that terms may some- 
times deceive people. 

Mr. Davis. Yes, sir. 

Senator Ptttman. At the present time the railroads owe the Government on that 
account something over $700,000,000. 

Mr. Davis. Yes, sir. 

Senator Pittman. The Government has the right to take proceedings to collect. 

Mr. Davis. Yes; that is due on open accounts. 
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Senator Pittman. All right. Now, if you transfer that into notes or bonds, then it 
ceases to be an account that the Government can sue on immediately, but becomes a 
loan that may be sued on in accordance with the terms of the contract alone. 

Mr. Davis. Yes. 

Senator Kellogg. No; the Government could not sue on some of it, becauEe the 
law provides that some of it should be funded. 

Mr. Davis. Well, of course, that would refer to the balance, Senator, after we have 
exercised the right of offset, as provided in the transportation act. 

Senator Pittman. That is what I am discussing right now. 

Mr. Davis. Yes. 

Senator Pittman. It would not appear to me to be an accurate expression to say it 
was a renewal of a loan. 

Mr. Davis. Well, my thought about it was that it would be quite, accurate to say 
that it is an extension of existing indebtedness. I think that would be the accurate 
way. 

Senator Pittman. Well, as a matter of fact it is transferring an indebtedness into 
some character of extension in the form of a written obligation. 

Mr. Davis. Yes, sir; it is transferring an open account into a definite time obliga* 
tion represented by a \mtten contract. 

Senator Smith. I would like to ask Mr. Davis, What amount does the Government 
owe the railroads in the form of compensation for the use of the roads during Federal 
control? 

Mr. Davis. It is a little difficult to give that, Senator. 

Senator Smith. Well, approximately. 

Mr. Davis. Mr. Tracy, you have got that on your statement, have you not? It is 
about $400,000,000. is it not? 

Senator Watson. You stated here $350,000,000 to $400,000,000. 

Mr. Davis. That is on general account, but we have offset against that, you under- 
stand. It is a little difficult to pick out one particular item and give that with any 
particular accuracy. 

Mr. Trac^^. Approximately $450,000,000. 

Mr. Davis. Approximately $450,000,000 still due on compensation. I might say 
this. Senator, under the terms of the standard contract it was intended that the railroads 
should receive their compensation quarterly, just like I hope everybody receives his 
salary, except a little oftener than that. Now, because of exigencies that I am not 
personally familiar with, lack of appropriation, that provision of the contract was not 
carried out. The railroads were paid on account as they exhibited pressing necessity, 
so that at the end of Federal control we find a large amount of installments of compen- 
sation that should have been paid quarterly that have never been paid. Now, under 
the contract the Government is liable for interest on that. 

Senator Smith. Now, what I wanted to get clear in my mind is this; The 
$700,000,000 that is due from the railroads to the Government would be what would 
commonly be called capital improvement or capital account. Well, the railroads, 
even when under private control, never charged that to the earnings or the profits 
arising from their general business; that is, they do not charge that to the 

Mr. Davis (interposing). That is not charged as operating or maintenance. 

Senator Smith. That is not charged as operating or maintenance? 

Mr. Davis. No. 

Senator SMrrn. They need that for operating and maintenance? 

Mr. Davis. The amount of compensation, on the theory of railroad operation, 
should be due them for operation and maintenance, and not for capital account. 

Senator Smith. Well, now, that is what I am getting clear in my mind. There- 
fore this amount, $450,000,000, is due the railroads for, let us say, current expenses 
in keeping up their railroads? 

Mr. Davis. Yes, sir; it is compensation for the use of the property. 

Senator Smith. Now, if they were required to use that m the liquidation of the 
$700,000,000, it would be tantamount to taking the sum from current operations and 
investing it in capital account, would it not? 

Mr. Davis. Yes, sir; that is the result of it, and that is not the theory under private 
control. 

Senator Smith. Yes; I wanted to get that clear in my mind. So that when it was 
said that the railroads were owing us so much, and that we were owing the railroads 
so much, why does that not balance one against the other? Now, if we were to require 
the railroads to pay the capital indebtedness due the Government, and they were to 
carry out the policy that heretofore obtained, and we would not accept the railroads' 
obligations, then the railroads would have to go into the market to sell bonds or secur- 
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ities of whatever nature they could sell in the investment market, to get that money 
and pay us, and keep their current account to meet current expenses. 

Mr. Davis. Yes, sir. 

Senator Smith. Well, now, I have got that straight. 

Senator Townbeno (presiding). Are there any other questions to be asked of the 
witness? 

Senator Stanley. How much in round numbers was the Government owing the 
railroads and the railroads owing the'Govemment at the expiration of Federal ccmtrol? 

Mr. Davis. Oh, I could not give you a summary of that, Senator. At the expira- 
tion of Federal control the accounts had not been made up, and there are so many 
items in dispute. The railroads have charged against the administratLon a large 
amount of maintenance, depreciation and retirement and replacement and materials 
and supplies that are in dispute. I could not answer that question, sir. 

Senator Stanley. Do you know approximately? 

Mr. Davis. No, sir; I could not. We have had such veiy large claims made, and 
each claim is a matter of somewhat extended analysis and then somewhat rather pro- 
longed dispute before we get them settled. 

Senator Stanley. Well, how long was it after the conclusion of Federal control 
until the director general was able to ascertain approximately what we owed the 
railroads and what the railroads owed us? 

Mr. Davis. Well, we don't know now, sir. There is occasionally some criticism 
of what seems to be the reason for prolonging the existence of the Railroad Adminis- 
tration. I think that it should be understood that there were very few claims filed 
in final settlement during the calendar year of 1920. The railroads went back to their 
owners the Ist of March. They had the question of the guaranty period and the 
reorganization of their forces, and as a matter of fact but few claims were filed before 
January 1 of the current year. Now since then there have been some 212 separate 
claims filed, which aggregated, on the Slst of July, $785,966,673. Now those claims 
are in process of analysis, and we are settling them every day, practically, as we go 
along. But that only represents about 70 per cent of the claims, and there are 30 per 
cent of the claims that have not been filed, so you will see how absolutely impossible 
it would be to give anything like a definite estimate. 

Senator Stanley. The railroads are making a claim, then, against the Government 
for over a billion dollars in one form or another as due at the expiration of Federal 
control? 

Mr. Davis. Yes, sir; on the various items that grow out of the complicated propo- 
sition of operating a railroad for 26 months. 

Senator Stanley. And at that time how much was the Government to pay the 
railroads? How much did it owe the railroads? 

Mr. Davis. Well, I could not give you that, That indebtedness is set up by the 
administration on our theory, and that is disputed by the railroads. They dispute 
our accounts and we dispute theirs, so it is absolutely impossible to make a definite 
estimate. But I can say this tq you, Senator, that we have made a pretty careful 
estimate, based on our pwast expenence. Having made 100 settlements, we b^in to 
know about what we are able to do. We think we can pay the balance that the 
Kailroad Administration owes the carriers, and including outside claims, as of July 
1, about $349,000,000. We had on hand at that time — we have not that much now, 
because we have paid out — ^about 1149,000,000 that is available, and we expected to 
ask a general appropriation of $200,000,000, which ought to liquidate the matter of 
final settlement. This should be taken with two reservations: First, that the con- 
struction of the standard contract as made by the Railroad Administration will prevail 
as against constructions claimed by the carriers, and, second, this does not include 
funding of additions and betterments properly chargeable to capital account. 

Senator Kellogg. It has prevailed in all youi settlements? 

Mr. Davis. To date, sir; yes, sir; but that is as near as I can answer your question. 

Senator Stanley. At this time we have no definite idea what the railroads owe the 
Government or what the Government owes the railroads? 

Mr. Davis. Well, I have ^ven you the statement that I think it vill be a balance 
against the Railroad Administration of about $349,000,000. 

Senator Stanley. That is, the Government will owe the railroads that much more 
than the railroads will owe the Government? 
Mr. Davis. Yes; that will be the balance. 

Senator Poindexter. That is a very small part, however, of the Government's 
loss for the venture of Government operation. 
Mr. Davis. Yes, sir. 

Senator Stanley. I am not discussing the merits or demerits of Government oper- 
ation. Senator. 
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Senator Poindextbr. I was not referring, Senator, at all, in the question that I 
asked, to anything that you said. I was just asking for separate information. 

Senator Stanley. I thought the Senator had the idea tnat I was directly or indi- 
rectly reaching at the question of Government operation, its merits or demerits. 
' Senator Poindextbr. I had no refwence to what you were saying. Senator, in my 
question. 

Senator Stanley. I was under the impression that the Senator thought I was reach- 
ing directly or indirectly at the propriety of Government operation. 

Senator roiNDBXTER. Not at all. 

Senator Stanley. Now in these various statements that have been made, Mr. Davis, 
how many railroads have ascertained what they owed the Government and what 
the Government owed them, and in the event they were more indebted to the Govern- 
ment than the Government was to the road have settled in cash or its equivjient? 

Mr. Davis. Well, I do not think any railroad has ever paid us cash. But where 
there is a deficit, where the obligation is against the railroad, and they have not had 
any money, we have taken the best that we could get ordinarily. And we have not 
had many cases of that kind, because ordinarily on final settlement the balance is 
in favor of the roads, and for this reason, Senator: Dui;ing the period of Federal con- 
trol the Railroad Administration was very sparing in its advances to the railroads. 
It only advanced them as they showed necessity. The Government in all of its de- 
partments was pressed for money. There was a time when the Railroad Administra- 
tion was out 01 money, and there have been very few cases; in fact, I don't know 
that I recall but one now where the balance was against the railroad and in favw of 
the administration. In that case we took their obligation With bonds as security. 

Senator Stanley. There has been no payment of money by the railroads to the 
Government in any case? 

Mr. Davis. No; not on final settlement. And you may recall or know that the 
Government took a great deal of cash from the prosperous railroads when it first took 
the property over. Take some of the very large sjrstems that had carried a large 
amount of what they called working balances, the Government appropriated that 
money and in some instances there is a balance of that still due. Take the big systems, 
they would keep a working capital of ten, fifteen, twenty-five, or thirty million 
dollars- The Government appropriated that money at the beginning of Federal con- 
trol. Of course we have to provide for that. 

Senator McLean. What did the Government do with that money? 

Mr. Davis. It used it for the roads that did not have money, I guess. It used it 
for the general operation during Federal control. There wa^ a great interchange. 
The Government would take money from one road that had money, and advance it 
to some road that did not have any. 

Senator Stanley. Has it been the practice of the Government to repay this cash 
that was taken, first? 

Mr. Davis. No; we have made no piecemeal settlement. We have advanced rail- 
roads on account where there was a clear difference in their favor. I thought it was 
not wise to take up specific adjustments of items, but they all ought to be lumped up, 
for we can do better that way. 

Senator McLean. Do you have any idea of the total of the money that the Govern- 
ment took out of A's pocket and gave to B? 

Mr. Davis. No; a great deal of that was done in the early period, and I was not 
here then, or not connected with the Railroad Administration, fend not familiar with 
that. But there was a good deal of that done. 

Senator Stanley. The Government, or Congress in the transportation act of 1920, 
I believe it was, created a revolving fund of about 1500,000,000, was it not? 

Mr. Davis. Yes, sir. 

Senator Stanley. Now as I understand you, the effect of this act would be to put 
into this revolving fund the proceeds of the sale of these various obligations that were, 
by some oversight, not made negotiable unc.er existing law by the Government. 

Mr. Davis. I don't think it would be the purpose to put it into that specific ap- 
propriation, for there were a number of appropriations made subsequent to that, but 
it would be to put it into a general fund for the use of the Railroad Administration 
in liquidating, and it is the purpose described in eection 202 of the transportation 
act of 1920. 

Senator Stanley. Now, what is the difference between the uses to which that 
revolving fund could be put and the uses to which the proceeds of the sale of the-e 
obligations could be put by the railroads, if any? 

Mr. Davis. I think there would be none, because under the provisions of section 
202 any balance remaining from all of the appropriations that were made for the 
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benefit of the Railroad Administration, is reappropriated, so I think it all becomes 
one fund for one general purpose. 

Senator Stanley. And all of these notes and these stocks and bonds and other 
negotiable instruments that are to be turned over, are now turned over or will in l^e 
future be turned over, sold by the railroads to the general public, the proceeds of 
those sales would go into a fund that was to be invested, and subsequently invested, 
and invested ajBfain until the repeal of this act? 

Mr. Davis. No, sir; there is a very definite limit to it. 

Senator Stanley. What would be. the limit? 

Mr. Davis. The limit would be the amount that would be refunded, not exceed- 
ing $500,000,000, and the amount necessary to pay out in final liquidation not exceed- 
ing $200,000,000, so that I can not conceive of any extension of this right or any dis- 
position of these funds, these obligations that we have on hand, or might be taken 
in the future, that would extend beyond the money necessary to refund and the 
money necessary to pay the debt which the Railroad Administration owes the rail- 
roads. There would be no purpose to dispose of the funds by the Railroad Admin- 
istration if it had no use for the money, and as soon as we wind up this business that 
is the end of it. 

Senator Stanley. The revolving fund will cease to revolve. 

Mr. Davis. Yes, sir. 

Senator Stanley. Well, how long do you think that would be? 

Mr. Davis. Well, I, with some reluctance, made an estimate yesterday that if we 
proceed in the normal way, if there is no extended litigation over the construction 
of the act, I think the bulk of this railroad liquidation should be ended by the 31st 
of December, 1922. 

Senator Stanley. What is the maximum amount which could be realized by the 
railroads by the operation of this act? 

Mr. Davis. That money that would go to the railroads? 
. Senator Stanley. Yes. Suppose the Railroad Administration, the Director Gen- 
eral of Railroads, and the railroad companies and the War Finance Corporation should 
all see the necessity of giving the roads all that they could acquire under this act, what 
is the maximum amount the railroads could secure by the operation of this act just as 
it is. exactly? 

Mr. Davis. If I should continue in my present position, I would say it would not 
exceea $500,000,000 in the matter of refunding and $200,000,000 on final settlement. 

Senator Stanley. But suppose you believed that they ought to get all they could 
under this act, how much could they get? 

Mr. Davis. I don't think they could get any more than that. WTiile we have 
$700,000,000 of outstanding additions and betterments, I can not conceive of any 
circumstances where the railroads would be entitled to any more than that. 

Senator Stanley. Well, is there any limit fixed by the act itself upon the amount? 

Mr. Davis. There is a limit of $500,000,000 in one section of the act. 

Senator Stanley. That is section 22 (a)? 

Mr. Davis. Section 22 (a): "The corporation may purchase from the President 
and the President may sell to the corporation any bonds, notes, or other securities 
acquired by the President either before or after this section takes effect, under 
authority of the Federal control act, the transportation act, 1920, or the act entitled 
'An act to provide for the reimbursement of the United States for motive power, 
cars, and other equipment ordered for railroads and systems of transportation, ana 
for other purposes,' approved November 19, 1919, at an aggregate purchase price 
not exceeding $500,000,000. " 

I would say that that is a limitation of the power of the War Finance Corporation 
to purchase. 

Senator Stanley. Now, take section (c). 

Mr. Davis, Well, that section (c) does not give power to the War Finance Corpora- 
tion to purchase, but does give power to the Railroad Administration to sell, so if 
it should so be that because the War Finance Corporation did not have the money, 
or the railroad security market became such that these 6 per cent securities could 
be sold to the outsiders, the Railroad Administration then, through the War Finance 
Corporation, could sell direct to the investor. Now, there is no limit on that amount, 
but the limit would be, I would say, the necessities of the railroad's administration, 
and in my own judgment those necessities could not exceed the amounts that I 
have named, $500,000,000 for funding and $200,000,000 for settlement. 

Senator Stanley. Suppose, Mr. Davis, that the railroads could not run at a profit; 
that after you had spent the $500,000,000 that you are in exactly the same position 
that you are now; that the same necessities exist on account of conditions over which 
we have no control, just as conditions over which we have no control have put the 
railroads where Uiey are now, could you get a few himdred million more under this act? 
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Mr. Davis. No, sir; because we are only authorized to advance money growing out 
of Federal control, and Federal control having ceased, if the railroads now, tilirough 
any cause should become insolvent there is no way that the Railroad Administration 
can help them. 

I have had a great many claims of that kind. I had a claim the other day from a. 
road running through Missoiui and Arkansas where they said they would have to 
abandon the road imless we helped them, and I was very sympathetic, but I could 
not find any way to help them, becaiise we are limited entirely to Hiose obligations 
arising out of Federal control, and the situation that you suggest would be liabilities 
arising out of private control, with which we have nothing to do. 

Senator Stanley. Well, do we know just what those obligations are that arose 
under Federal control? 

Mr. Davis. Why, I have told you, Senator 

' Senator Stanley (interposing). I understood you to say that you had no definite 
knowledge. 

Mr. Davis. I could not tell you definitely. I am giving you my best estimate of 
what they would be. 

Senator McLean. Subeequent legislation gave the roads, or proposed to give the 
roads, rates that would earn a certain rate of dividend. 

Mr. Davis. Yes, sir. 

Senator McLean. Now, suppose that the rates do not earn that rate of dividend, 
are the roads going to claim that there was another moral or legal operation on the 
part of the Government? 

Mr. Davis. They can not claim that against the Railroad Administration. 

Senator Kellogg. They can not claim it against anybody. 

Mr. Davis. No; there is not a guaranty of that, Senator, as I understand it. 

Senator McLean. No; of course, they can not, and there is no guaranty. 

Senator Kellogg. No. 

Senator McLean. But Congress undertook to enact a law that would provide that 
income. 

Senator Kellogg. I do not think they did. • 

Senator Poindexter. I do not think it provided that it should produce that income. 

Mr. Davis. Expressed the hope that it would. 

Senator Poindexter. Yes. 

Senator Watson. And they should be entitled to that much if they would earn it. 

Senator La Follette. They directed the Interstate Commerce Commission to fix a 
rate that would produce it, in plain terms; that is what Congress did. 

Senator McLean. Yes; and it did not do it. 

Senator Watson. What is that? 

Senator La Follette. They directed the Interstate Commerce Commission to fix 
a rate that would produce it. 

Senator Kellogg. As near as may be. 

Senator Watson. As near as may be. 

Senator La Follette. Well, and to keep on fixing it until it did produce that return ; 
that is the plain meaning of the act, and that is what they 

Senator Watson (interposing). I hope they do, because they are certainly entitled 
to 54 per cent. But they did not do it. 

Senator La Follette. And they have raised the rates until it stalled traffic on a 
great many of the products. 

Senator Townsend (presiding). Senator La Follette, any questions? 

Senator La Follette. I do not know whether Senator Stanley has completed his 
questions. 

Senator Stanley. Yes. 

Senator La Follette. I wanted to ask a question or two. Gen. Davis, will you 
furnish a complete list of all the securities of railroads now held by the Government, 
in so far as you know them? 

Mi. Davis. Well, I would appreciate it, Senator, if you would say all the railroad 
securities taken by the Railroad Administration. I can do that very readily. 

Senator La Fot^ette. You can do that? 

Mr. Davis. I can do that, and Mr. Clark is here, and he can furnish the securities 
taken by the Interstate Commerce Commiseion. There are two separate propositions, 
and I will be very glad to do that, Senator. 

Senator La Follette. I wish you would furnish a list of those securities. 

Mr. Davis. Yea; I will be glad to. 

Senator La Follette. And the price at which they were acquiied. 

Mr. Davis. Yes, sir. 

Senator La Follette. The date upon which they were acquired. 

Mr, Davis. Yes. 
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Senator La FoLLEriE. Aad the rate of interest which they bear, and the date of 
their maturity. 

Mr. Davis. Will you take a memorandum of that, Mr. Tracy, pleaee? 

Senator La Folleite. It will be in your testimony here, which will be fuiniehed 
yoiL I suppose, to-morrow? 

Mj. Davis. Yes, sir; I will be very glad to furnish that promptly. 

Senator La Follette. I thank you. 

(The list of securities furnished by Mr. Davis is here printed in full, as follows:) 

Note. — ^Exhibit A is a classified list of transportation companies formerly under 
Federal control with whom final settlements have been made by the director general 
up to August 10, 1921. 

Exhibit B is a list of definitive obligations of carriers held by the director general 
as of August 1, 1921. 

Exhibit C is a list of obligations of carriers and securities deposited by carriers held 
August 1, 1921, pending final determination and settlement of accounts. These obli- 
gations are temporary in their character, and were largely taken during the early 
period of actual Federal control, when advances were made by the director general 
to the individual carriers. At that time it was uncertain as to whether the particular 
carriers in this list would be debtors or creditors of the administration at the end of 
Federal control, and as a matter of protection, and to save the Government in the 
event of final liability of the carriers to the administration, these short- time obliga- 
tions were taken. Many of them are demand notes. In some instances no notes 
were taken, but a deposit of collateral was made, accompanied by a letter indicating 
that the deposit was made to secure the Government against any ultimate liability 
on the part of the carrier. 

In the final settlements which will be made with the carriers in this list, many of 
these obligations will be canceled for the reason that the carriers will turn out to be 
creditor instead of debtor companies, and in other instances the short- term obliga- 
tions will be converted into definite obligations. This list therefore should not be 
considered as a definite list of assets of the Railroad Administration, but was a tem- 
porary taking of securities under the circumstances above described. 

EXfllBIT A. 

CLASSIFIED LIST OP TRANSPORTATION COMPANIES FORMERLY UNDER FEDERAL CONTROL 
WITH WHOM PINAL SETTLEMENTS HAVE BEEN MADE BY THE DIRECTOR GENERAL TO 
AUGUST 10, 1921. . 



CLASS 1. 

Ann Arbor Railroad Co. 
Bangor & Aroostook Railroad Co. 
Belt Railway Co. of Chicago. 
Bessemer & Lake Erie Railroad Co. 
Buffalo, Rochester & Pittsburgh Railroad 

Co. 
Oarolina, Clinchfield & Ohio Railway Co., 
including subsidiaries: 
Carolina, Clinchfield & Ohio Railway 

of South Carolina. 
Black Mountain Railway Co. 
Chicago Junction Railway Co, 
Chicago, Milwaukee & St. Paul Railwav 

Co. 
Chicago & Eastern Illinois Railway Co. 

(Wm. J. Jackson, receiver). 
Cincinnati, Indianapolis & Western Rail- 
road Co. 
Delaware, Lackawanna & Western Rail- 
road Co. 
Duluth & Iron Range Railroad Co. 
Duluth, Missabe & Northern Railway Co. 
Elgin, Joilet & Eastern Railway Co. 
Galveston Wharf Co. 

Great Northern Railway Co., including 
subsidiaries: 
Duluth Terminal Railway Co. 
Minneapolis Western Railway Co. 
Minneapolis Belt Line Co. 



Great Northern Railway Co., including 
subsidiaries — Continued . 
Great Northern Terminal Railway Co. 
Great Northern Equipment Co. 
Duluth & Superior Bridge Co. 
Watertown & Sioux Falls Railway 

Co. 
Montana Eastern Railway Co. 
Great Falls & Teton County Railway 
Co. 
Gulf Coast Lines, consisting of — 

New Orleans, Texas & Mexico Rail- 
way Co. 
St. Louis, Brownsville & Mexico 

Railway Co. 
Beaumont, Sour Lake & Western 

Railway Co. 
Orange & Northwestern Railroad Co. 
New Iberia & Northern Railroad Co. 
Iberia, St. Mary & Eastern Railway 
Co. 
Gulf, Mobile & Northern Railroad Co., 
including subsidiary: 
Meridian & Memphis Railway Co. 
Kansas City, Mexico & Orient Railroad 
Co., including Kansas City, Mexico & 
Orient Railway Co. of Texas. 
Lehigh & Hudson River Railway Co. 
Louisiana & Arkansas Railway Co. 
Midland Valley Railroad Co. 
Mississippi Central Railroad Co. 
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MissQuri Pacific Railroad Co., including 
subsidiaries: 
Arkansas Central Railroad (^o. 
Coal Belt Electric Railway Co. 
Natchez & Southern Railway Co. 
Natchez & Louisiana Railway Trans- 
fer Co. 
Union Railway Co. 
Mobile & Ohio Railroad Co. 
New Orleans Great Northern Railroad Co. 
Northern Pacific Railway Co., including 
Subsidiaries 
Big Fork & International Falls Rail- 
way Co. 
Gilmore & Pittsburgh Railroad Co. 
Northwestern Pacific Railroad Co. 
Pittsbiu-gh & West Virginia Railway Co. 
Southern Railway Co. 
Spokane, Portland & Seattle Railway Co. 
Ulster & Delaware Railroad Co. 
Western Pacific Railroad Co., including 
subsidiary: 
Deep Creek Railroad Co. 

CLASS II. 

Abilene & Southern Railway Co. 

Chicago, Milwaukee & Gary Railway Co. 

Clinton & Oklahoma Western Railway Co. 

Cumberland & Pennsylvania Railroad Co. 

Escanaba <fe Lake Superior Railroad Co. 

Farmers Grain & Shipping Co. 

Green Bay & Western Railroad Co., in- 
cluding subsidiaries: 
Kewaunee, Green Bay & Western 

Railroad Co. 
Ahnapee & Western Railway Co. 

Gulf, Texas & Western Railway Co. 

Lake Superior & Ishpeming Railway Co.* 

Louisiana Southern Railway Co. 

Manistique & Lake Superior Railroad Co. 

Munising, Marquette & Southeastern 
Railway Co. 

Oregon Trunk Railway Co. 

Rio Grande Southern Railroad Co. 

Sussex Railroad Co. 

Texas Midland Railroad. 

West Side Belt Railroad Co. 

CLASS III. 

Bennettsville & Cheraw Railroad Co. 
Fairchild & Northeastern Railway Co. 
Lackawanna & Montrose Railroad Co. 



Rapid (Hty, Black Hills & Western Rail- 
road Co. • 
Waupaca-Green Bay Railway 'Co. 

SWITCHING AND TERMINALS. 

Alton & Southern Railroad. 

Boston Terminal Co. 

Chattanooga Station Co. 

Charleston Terminal Co. 

Chicago River & Indiana Railway Co. 

Chicago & Western Indiana Railroad Co. 

Denver Union Terminal Railway Co. 

Des Moines Terminal Co. 

Des Moines Union Railway Co. 

Duluth Union Depot & Transfer Co. 

Durham Union Station Co. 

El Paso Union Passenger Depot Co. 

Fort Worth Belt Railway Co. 

Fort Worth Union Passenger Station Co. 

Gulf Terminal Co. 

Iowa Transfer Railway Co. 

Jay Street Terminal. 

Joliet Union Depot Co. 

Meridian Terminal Co. 

Minneapolis Eastern Railway Co. 

Missouri & Illinois Bridge & Belt Railroad 

Co. 
New York Connecting Railroad Co. 
New York Dock Railway. 
Richmond Terminal Railway Co. 
Salt Lake City Union Depot & Railroad 

Co. 
Sioux City Bridge Co. 
Southern Illinois & Missouri Bridge Co. 
St. Joseph Belt Railway Co. 
St. Louis National Stock Yards Railroad. 
Trans-Mississippi Terminal Railroad Co. 

CARRIERS BY WATER. 

Baltimore Steam Packet Co. 
Chesapeake Steamship Co. 
Clyde & Mallory Steamship Co. 
liOuisiana & Mississippi Railroad Transfer 

Co. 
Southern Steamship Co. 

ELECTRIC LINES. 

Fort Dodge, Des Moines & Southern 

Railroad Co. 
Hudson & Manhattan Railroad Co. 
Oregon Electric Railway Co. 



Exhibit B. 

Definitive obligations of carriers held on Aug. i, 1921 . 

BONDS. 
[Interest, 6 per cent .J 



Name of road. 



Boston & Maine R. R 

Do 

Do 

Kansas, Oklahoma & Gulf. 

Total 



Class. 



Mortgage, series C. 
Mortgage, series C . 
Mortgage, series D . 
Series A 



Date of 
obligation. 



Date of 
maturity. 




Amount. 



Jan. 1,1919 , Jan. 1,1929 

Jan. 1,1920 do 

July 1,1920 Jan. 1,1929 

Mar. 1,1920 Jan. 1,1937 



Par. 

Par. 

98i 

Par. 



$2,273,000.00 

8,000.000.00 

15,943.000.00 

173,900.00 

26,389,900.00 
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Definitive obligations of carriers held on Aug. 1, 1921 — Con^nued. 

NOTES. 
[IJiice, par; interest, 6 per cent.] 



Name of road. 



Baltimore & Ohio 



Date of 
obligation. 



Mar. 1, 1920 



Bangor 4& Aroostook July 1,1921 



Chicago, Milwau- Nov. 1.1920 
kee di St. Paul. 



Erie July 1,1921 



<}ulf, Mobile* Nor. 



New Ywk, New 
Haven & Hart- 
ford. 



Do 

Southern Express 
Co. 



Feb. 1, 1921 



Nov. 1,1920 



Date of 
maturity. 



Mar. 1,1930 19,000,000.00 



Amount. 



.do 



... .do 



.do , 



.do. 



.do. 



do 

Dec. 30,1920 



Oct. 31,1930 
Dec. 30,1921 



325,000.00 
20,000,000.00 

8,250,000.00 



480,000.00 



17,000,000.00 



43,026,500.00 
843,538.08 



98,925,038.08 



Collateral. 



Baltimore & Ohio R. R. 
Co. refunding and gen- 
eral mortgage 6 percent 
bonds, series B, due 1995. 

Baltimore & Ohio R. R. 
Co. refunding and gen- 
eral mortgage 5 per cent 
bonds, series A, due 1995. 

Sandy Valley & Elkhom 
By. Co. refunding and 
general mortgage 5 per 
cent bonds, due 1995. 

Bangor & Aroostook R . R . 
Co. consolidated refund- 
ing mortgage 4 per cent 
bonds, due 1951. 

Chicago, Milwaukee & St. 
Paul R. R. Co. general 
and refunding mortage 
6 per cent bonds, series 
Z, due, 2014. 

Erie R. K. Co. refunding 
and improvement mort- 

§age 6 per cent bonds, 
ue 1937. 
Erie R. R. Co. general 
mortgage convertible 4 
per cent bonds, series B, 
due 1953. 
Erie Terminal Co'. 5 per 

Ser cent demand notes 
ated Apr. 1, 1915. 

Sharon Ry. Co. capital 
stock. 

Gulf, Mobile & Northern 
R. R. Co. first mortgage 
6 per cent series A bonds , 
due 1950. 

Nbw York, New Haven 

& Hartfbrd first and re* 

fundine mortgage 6 per 

cent bonds, series A, 

due 1930. 

do 

American Railway Ex- 
press Co., capital stock. 



Amount. 



$10,000,000 

3,000,000 

2,200,000 

813,000 

32,000,000 

12,375,000 
545,000 

600,000 

100,000 
960,000 

20,000,0000 



50,620,000 
1,250,000 



134,463,000 



RECEIVERS' CERTIFICATES. 
[Price, par; interest, 6 per cent.] 



Name of road. 


Date of 
obligation. 


Date of 
maturity. 


Amount. 


International & Great Northern 


Nov. 1,1918 


Nov. 1,1921 


$1,400,000.00 







Equijmient trust obligations, 

{Date, Jan. 15, 1920; price, par; interest, 6 per cent; payable in 14 annual installments, beginning Jan. 15, 

1922, and ending Jan. 15, 1935.] 



$154,000.00 
733,600.00 



Alabama Great Southern R. R. Co. . 

Ann Arbor R. R. Co 

Atchison, Topeka & Santa Fe Ry. 

Co 6, 865, 600. 00 

Atlanta, Birmingham &. Atlantic 

Ry. Co 917,000.00 

Atlantic Coast Line R. R . Co 5, 954, 200. 00 

Atlantic Coast Line R. R. Co. and 

the Louisville <Sc Nashville R. R. 

Co.. joint lessees of the Georgia 

R. R.Co 1,104,600.00 

Baltimore &, Ohio R. R. Co 16, 613, 800. 00 



Boston & Maine R. R $4,974,200.00 

Buffalo, Rochester &, Pittsburgh 

Ry.Co 1,870,400.00 

Carolina, Clinchfield & Ohio Ry . . . . 5, 796, 000. 00 

Central R. R. Co. of New Jersey 3, 262, 000. 00 

Charleston &. Western Carolina Ry. 

Co 763,000.00 

Chesapeake & Ohio Ry. Co 10,458,000.00 

Chicago* Alton R. R.Co 1,695,400.00 

Chicago, Burlington & Qumcy B.E. 

Co 5,656,000.00 

Chicago & Eastern Iliinois R. R. Co. 691, 600. 00 
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Chicago, Indianapolis & Louisville 

Ry.Co f. $970,200.00 

Chicago Great Western R . R . Co . . . 607, 600. 00 

Chicago Junction Ry. Co 446,600. 00 

Chicago, Milwaukee & St. Paul Ry. 

Co 15,348,200.00 

Chicago & Northwestern Ry. Co. . . 9, 308, 600. 00 
Chicago, Rock Island & Pacific Ry. 

Co 7,576,100.00 

Chicago, St. Paul, Minneapolis & 

Omaha Ry . Co 2, 195, 200. 00 

Chicago & Western Indiana R. R. 

Co 260,400.00 

Cincinnati, New Orleans & Texas 

Pacific Ry.Co 893,200.00 

Cleveland, Cincinnati, Chicago & 

St. Louis Ry. Co 4,788,000. 00 

Colorado & Southern Ry . Co 980, 000. 00 

Delaware & Hudson Co 3, 715,600. 00 

Detroit, Toledo <fe Ironton R . R . Co . 788, 200. 00 
Detroit & Toledo Shore Line R. R. 

Co 467,600.00 

Erie Raih-oad Co 4,201,400.00 

Fort Worth & Denver City Ry. Co . 240, 800. 00 

Grand Trunk Railway of Canada ... 838, 600. 00 

Grand Trunk Western Ry. Co 2, 825, 200. 00 

Great Northern Ry. Co 4, 008, 200. 00 

Hocking Valley Ry. Co 2,646,000. 00 

Illinois Central R. R. Co 8,509,200.00 

Indiana Harbor Belt R . R . Co 550, 200. 00 

Kanawha & Michigan Rv. Co 954, 800. 00 

Kansas Citv Southern Ry . Co 800, 400. 00 

Kansas City Terminal Ry.Co 175, 000. 00 

Lake Erie & Western R. R. Co 597,800.00 

Louisville & Nashville R. R. Co. . . . 9, 770,600. 00 

Maine Central R. R. Co 1, 122,800.00 

Michigan Central R. R. Co 4,776,800.00 

Minneapolis & St. Louis R. R. Co. . 1,388,800.00 

Missouri , Kansas & Texas Ry . Co . . 1 , 177, 400. 00 

Missouri Pacific R.R. Co 9,549,400.00 



MobUe <& Ohio R. B. Co $567,000.00- 

Monongahela Ry. Co 460,603.00 

Morgantown & Mingwood R. R. 

Co 2,427,600.00 

Nashville, Chattanooga & St. Louis 

Ry. Co l,2U,000.0a 

New York Central R. R. Co 12,762, 400. 00 

New York, New Haven & Hartford 

R.R. Co 4,019,400.00 

Norfolk Southern R. R. Co 123, 200. OQ 

Norfolk & Western Ry. Co 6,426.000. 00 

Northwestern Pacific R. R. Co 258, 400. 00- 

Pennsvlvania R. R. Co 48,544,000.00 

Pere Marquette R. R. Co 9, 426, 200. 00 

Pittsburgh & Lake Erie R. R. Co . . 543, 20a 00 
Pittsburg, McKeesport & Youghi- 

oghenyR. R. Co • 2,613,800.00 

Richmond, Fredericksburg 6i Poto- 
mac R. R. Co 918,400.00 

Rutland R. R. Co 345,800.00 

Seaboard Air Line Ry. Co 1,540, 000. 00 

Southern Pacific Co 2,626,400.00 

Southern Ry.Co 9,606,80a00 

Spokane, Portland <fe Seattle Rv. Co. 820, 400. OO 

St . Louis-San Francisco Ry . Co 13, 424, 600. 00 

Terminal R. R. Association of St. 

Louis 319, 200. 00 

Texas & Pacific Ry. Co 2,233,000.00 

Toledo & Ohio Central Ry . Co 2, 003, 400. 00 

Toledo, St. Louis & Western R. R. 

Co 1,103,200.00 

Virginian Ry. Co ^ 1,521,800.00 

Wabash R.R. Co 10,381,000.00 

Washington Southern Ry . Co 393, 400. 00 

Washington Terminal Co 88,200.00 

Western Maryland Ry. Co 799, 400. OO 

Wheeling & Lake Erie Ry. Co 4, 281, 200. OO 



311,862,300.00 



RECAPITULATION. 



Bonds 

Notes 

Receivers certificates 

Equipment trust obligations 

Grand total 



Amount. 



$26,389,90a00 

98, 925, 03a 06 

1, 400, 000. 00 

311,862,300.00 



438,577,238.08 



Amount (par or 
face value). 



$134,463,000.00 



134,463,000.00- 



EXHIBIT C. 

Obligations of carriers and securities deposited by carriers held Aug. i, 192i, pending final 
determination and settlement of accounts {maturity ^ demand; price, par; rate of interest^ 
6 per cent). 

[These obligations are not definitive obligations, having been taken from time to time as temporary securi- 
ties and will be adjusted or canceled as the result of final settlement, and at this time should not be con- 
sidered as fixed assets of the RcdlrcMid Administration.] 



Name of company. 



Date. 



American Refrigerating I Nov. 

Transportation Co. i 

(note). 

Do Dec. 

Ann Arbor R. R. Co. ' May 

(note). - 

Do Sept. 

Do ' Oct. 

Do Nov. 

Do Dec. 

Do Jan. 

Do Feb. 

Do Mar. 



1, 1918 



2, 1918 
17, 1918 



27, 1918 
30, 1918 
30, 1918 

31. 1918 

31. 1919 
28, 1919 
31, 1919 



Amount. 



$132,000.00 



97,000.00 
125, 000. 00 



83,000.00 

60,000.00 

8,800.00 

119,600.00 

6,700.00 

6,600.00 

83,000.00 



Collateral. 



Ann Arbor R. R. Co. improvement 
and extension mortgage 5 per cent 
bonds, due 1941. 



Par or face 
value. 



$368,00a0O 
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Obligations of carriers and securities deposited by carriers held Aug. 1, 1921, pending final 
determination and settlement of accounts {maturity, demand; price, par; rate of interest, 
6 per cent) — Continued. 



Name of company. 



Aim Arbor R. R. Go. 
(note). 

Central Vermont Ry. 
Co. (note). 

Do 

Do 

Chesapeake & Ohio 
Ry. Co. (note). 



Do 

Do 

Do 

Chicago & Alton (note) . 

Do 

Do 

Do .' 

Chicago, Indianapolis A- 
Lomsville (note). 

Do 

Chicajro, Peoria d' St. 
Louis (receivers) 
(note). 



Chicago, Rock Island A 
Pacific (note). 
Do 



Do 

Chicago, Rock Island & 
Padflc (securities de- 
posited). 



Chicago, Terre Haute <S: 
Southeastern (note). 
Do 



Do. 
Do. 
Do. 
Do. 
Do. 
Do. 



Copper Range (note) . . . 
Delaware & Hudson 
Co. (note). 

Do 

Do 

Do 

Do 

Do.r: 

Do ^ 

Denver & Salt Lake 
(receivers' certifi- 
cate).i 
Detroit, Bay City & 
Western (note). 



Date. 



Oct. 15,1919 



Jan. 31,1919 

Nov. 18,1920 

do 

July 2, 1919 



Dec. 1, 1919 



Amount. 



$75,000.00 



340,000.00 
100,000.00 

2oo,ooaoo 

1,900,000.00 



Jan. 

Mar. 

Sept. 

Dec. 

Jan. 

Mar. 

Nov. 

Jan. 
Julv 



17, 1919 
14, 1919 
28,1918 

30. 1918 

29. 1919 
.31. 1919 

1,1918 

2r>, 1919 
22.1919 



Feb. 28,1919 
July 30,1919 



Dec. 31,1919 
Mar. 14,1921 



July 30,1918 

Anc. 28,1918 
Sent. 28, 1918 
Nov. 25,1918 
Jan. 31,1919 
Jteb. 25,1919 
Mar. 28,1919 
June 13,1919 



Mar. 27,1919 
Sept. 18, 1918 

Dec. 18,1918 
Feb. 28,1919 
Mar. 26,1919 
July 1,1919 

do 

do 

Sept. 10,1918 



Oct. 3,1918 



2,000,000.00 



2,070,000.00 
250,000.00 
425,000.00 
425,000.00 
50.000.00 
725,000.00 
100,000.00 

loo.noo.oo 

72,713.07 



500,000.00 
1,783,000.00 

1,800,000.00 



150,000.00 

79,201.25 

50,250.00 

108,461.68 

18:^000.00 

80,000.00 

50.000.00 

180.000.00 



58,000.00 
1,500,000.00 

600,000.00 
62,000.00 

546,000.00 
1,900,000.00 
1,250,000.00 
1,160,000.00 

859,468.44 



20, COO. 00 



Collateral. 



Ann Arbor R. R. Co. improvement 
and extension mortgage 5 per cent 
bonds, due 1941. 



Chesapeake & Ohio Ry . Co. first hen 
and improvement mortgage 20- 
vear 5 per cent bonds, series A, 
due Doc. L 1930. 

Richmond- Washington Co., capital 
stock. 

Southern Improvement Co. first 
mortgage 6 per cent bonds, due 
1941. 

Chesapeake & Ohio Ry . Co. first lien 
and improvement mortgage 5 per 
cent bonds, series A, due Dec. 1, 
1930. 

do 

do 



Chicaeo, Peoria & St. Louis R. R. 
Co. () per pert cq moment notes, 
series A, matured Nov. 1, 191 s. 

Coupons from Chicago, Peoria & St. 
Louis R. R. Co. equipment notes, 
series A, matured Nov. 1, 1918. 



Chicago, Rock Island & Pacific Ry. 
Co. first and reiunding mortgage 
4 per cent gold bonds, due 1934. 

do 

St. Paul & Kansas City Short Line 
R. R. Co. first mortgage 4^ per 
cent gold bonds, due 1941. 

Rock Island, Arkansas & Louis- 
iana R. R. Co. first mortgage 14 
per cent gold bonds due 1934. 

Arkansas <fe Memphi? Bridge & 
Terminal Co. first mortgage 5 per 
cent gold bonds due 1961. 



Chicago, Tcrrc Haute d Southeast- 
ern Ry. Co. first and refunding 
mortgage 5 per cent gold bonds, 
due 19(30. 



Huds<m Coal Co., capital stock. 

do 

....do 



Far or face 
value. 



$157,00a00 



2,202,000.00 

445,00a00 
385,000.00 

2,500,000.00 



3,235,000.00 

39i,ooaoo 



.59,000.00 
10,620.00 



2,972,000.00 



3,000,000.00 
2,750,000.00 



1,950,000.00 
300,000.00 



.360.000.00 



2,375,000.00 
1,562,500.00 
1,450,000.00 



Maturity, Sept. 10, 1920. 
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Obligations of carriers and securities deposited by carriers held Aug. 1, 192i^ pending final 
determination and settlement of accounts {maturity, demand: price, par; rate of interest, 
6 per cent) — Continued. 



Name of company. 



Detroit, Toledo & Iron- 
ton (note). 

Do 

Do 

- Do.. 

Do 

Do 

Duluth, Soutlx Shore & 

Atlantic (note). 
Franklin & Pittsylva- 
nia (note). 
Grand Trmik Western 

(not3).2 
Kuntinpton <fc Broad 
Top Mountain (note) 

Do 

Do 

Do 

Illinois Central (note). 
Do 

Do 



Illinois Central (securi- 
ties deposited). 

Kansas City Southern 
(note). 

Do 

Kansas, Oklahoma & 
Gulf (note). 

Do 

Do 

Lehigh Valley (securi- 
ties department). 



Michigan Central (note) 

Do 

Do 

Minneapolis & St. 
Louis (note). 



Do 

Do 

Do 

Do 

Do 

Missouri, Kansas & 
TexasReceiver8(note; 
Missouri, Kansas & 
Texas of Texas Re- 
ceivers (note). 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Mobae& Ohio (note).. 

Do 

Do 

Do 

Do 

Monongahela (note) 

Do 



Date. 



Apr. 26,1918 

Sept. 30, 1918 
Oct. 28,1918 
Nov. 30,1918 
Jan. 1,1919 

Feb. 25,1919 
July 3, 1918 

July 15,1918 

Dec. 30,1918 

Nov. 4,1918 

Jan. 8,1919 
Jan. 27,1919 
Mar. 27,1919 
Oct. 28,1918 
Mar. 29,1919 

Nov. 10,1919 



Mar. 31,1920 



Jan. 16,1919 

Mar. 28,1919 
Dec. 23,1918 

Jan. 12,1920 

do 

July 8, 1920 



Oct. 29,1918 
Nov. 29, 1918 
Dec. 30,1918 
Apr. 29,1918 



Aug. 30,1918 
Nov. 30, 1918 
Jan. 30,1919 
Feb. 27,1919 
Mar. 27,1919 
Nov. 30, 1918 



.do. 



Feb. 

Mar. 

June 

Aug. 

Sept. 

Oct. 

Jan. 

Jan. 

Feb. 

Jan. 

Jan. 

Feb. 

Feb. 

Mar. 

Feb. 

Mar. 



13, 1919 
27, 1919 
30, 1919 
14, 1919 
27, 1919 

29. 1919 
1,1920 

19. 1920 
18,1920 
il, 1919 
30, 1919 
14, 1919 
26,1919 
26,1919 

6, 1919 
6,1919 



Amount. 



$200,000.00 



12,OC0.0O 
12,000.00 
37,375-00 
94,0CC.G0 



11,500.00 
15G,C00.00 

35,0CC.0G 

700,000. CO 

6fi,000.G0 

15,000.00 

8,000.00 

W, 000. 00 

1,000,000.00 

559,000.00 

5, 500, 000. 00 



100, 000. 00 

450,000.00 
255,000.00 

74,303.40 
450,000.00 



1,200,000.00 
650,000.00 

1, 200, 000. 00 
750, 000. 00 



500,000.00 
225,000.00 
285,000.00 
450, 000. 00 
125,000.00 
1, 200, 000. 00 

150, 000. 00 



50,000. 
100,000. 

73,000. 
120,000. 

59,000. 

50,000. 

55,000. 

50,000. 

52,00a 

60,000. 
100,000. 

67,500. 
215,975. 

53,975. 
350,000. 
250,000. 



00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 



Collateral. 



Detroit, Toledo & Ironton R. R. 
Co. adjustment mortgajre 5 per 
cent bonds, due 1954. , 



Detroit, Toledo & Ironton R. R. 
Co. first mortgage 50-year 5 per 
cent bonds, due 1954. 



Franklin & Pittsylvania R. R. Co. 
6 per cent bond, due 1923. 



Far or face 
value. 



S369,CC0.a 



IOC, COO. OC 



35, OCO. 00 



Illinois Central R. R. Co. refunding 
mortgage 4 per cent gold bonds, 
due 1955. 

Central of Georgia Ry. Co. pre- 
ferred capital stock. 

Central of Georgia Ry. Co. common 
capital stock. 

Illinois Centrf^ R. R. Co. refunding 
mortgage 4 per cent gol^ bonds, 
due 1955. 



Lehigh Vallev R. R. Co. general 
consolidated mortgage 4 per cent 
bonds, due TOOH, 



Minneapolis & St. Louis R. R. Co. 
refunding and extension mort- 
gage 5 per cent 50-year gold bonds, 
due 1962. 



Missouri, Kansas & Texas receiv- 
ers' certificates, due Feb. 15, 1922. 



.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
• do. 



880, 000. 00 

7, 500, 000. 00 
2,500,000.00 
4,695,000.00 



2, 500, 000. 00 



1, 500, 000. 00 



150,000.00 



50,000.00 
100,000.00 
73,000.00 
120,000.00 
50,000.00 
50,000.00 
55,000.00 
50,000.00 
52,000.00 



'Maturity, Dec. 30, 1920. 
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ObHgationa of carriers and securities deposited by carriers held Aug. 1, 19^1 y pending final 
determination and settlement of accounts (maturity ^ demand; pricCy par; rate of interest y 
6 per cent) — Ck>ntinued. 



Name of company. 



New York Central 
(note). 

Do 

Do 



Date. 



June 29,1018 

Dec. 30,1918 
Oct. 5,1920 



New York, New Haven June 28,1918 
& Hartford (note).i 
Do 



New York & Susque- 
hanna & Western 
(note). 

Norfolk Southern (note) 



Old Dominion Steam- 
ship Co. (note). 

Pennsylvania R . R . Co. 
(note). 

Do 

Do 

Do 

Do 



Apr. 28,1921 



Mar. 29,1919 



Apr. 30,1919 



Do 

Pennsylvania R. R. Co. 
i .securities deposited). 



Aug. 28,1918 

Oct. 29,1918 
Apr. 16,1918 

Apr. 23,1918 
Apr. 30,1918 
Nov. 14,1918 
May 24,1918 

June 26,1918 
Jan. 14,1921 



Feb. 25,1921 
Apr. 1, 1921 



1 Maturity, Nov. 1, 1921. 
62933—21— PT 2r 



Amount. 



13,500,000.00 

3,000,000.00 
7,000,000.00 



3,000,000.00 
1,290,000.00 

145,000.00 

189,000.00 



55,000.00 

20,000.00 
2,000,000.00 

2,000,000.00 
3,000,000.00 
5,000,000.00 
5,000,000.00 

3,000,000.00 



Collateral. 



New York Central R. R. Co. re- 
fimding and improvement mort- 
gage 6 per cent bonds, series B , 
due 2013. 



New York, New Haven & Hartford 
first mortgage 6 per cent bonds, 
series A, due 1930. 



Norfolk Southern R. R. Co. first 
and refunding mortgage 5 per 
cent bonds, due 1961 (at the time 
this note was taken the railroad 
company also gave the director 
general its check-for 138,022 which 
he deposited to his credit in the 
Commercial National Bank, 
Washington, D.C.). 



Par or face 
value. 



17,000,000.00 



1,518,000.00 



189,000.00 



Northern Central Ry. Co., capital 

stock. 

....do 

....do 

....do 

Philadelphia, Baltimore & Wash- 

ineton R. R. Co., capital stock. 

Philadelphia* *BaYtirnore'& Wash- 
ington R. R. Co. capital stork. 

Wcsi Jersey & .Seashore R. R. Co. 
capital stock. 

Pittsburgh, Cincinnati, Chicago & 
St. Louis R. R. Co. capital stock. 

Grand Rapids & Indiana Ry. Co. 
capital stock. 

Pennsvlvinia Tunnel Ai Terminal 
R. K. capital stock. 

Belt Ry. Co. of Chicas:ocapita] stock 

Cincinnati, Lebanon & Northern 
Ry. Co. capital stock. 

Cleveland; \kron & Cincinnati Ry. 
Co. capital stock. 

Cleveland & Pittsburgh R. R. Co. 
special guaranteed betterment 
stock. 

fndianapoliscfe T^'rankford R. R. Co. 
capital stock. 

Lake Eie & Pittsburgh Ry. Co. 
capital stock. 

Little Miami R. R . Co. ^pocla' guar- 
anteed bcttorn-cnt stock. 

Louisville Bridge ic Terminal Ry. 
Co. capital .slock. 

Pennsylvania Tunnel & Terminal 
R. R. Co. capital stock. 

Pittsburgh Joint Stcck Yards Co. 
capital stock. 

Pittsburgh, Youngstown & Ashta- 
bula Ilv. Co. preferred stock. 

Walhon ding Coal Co. capital stock. 

Norfolk cv Western Ry. Co. com- 
mon capital stock. 

Connecting Ry. Co. capital stcck . . . 

Long Island R. R. Co. capital stcck. 

Northern Central Ry. Co. capital 
stock. 

Philadelphia & Camden Ferry Co. 
capital stock. 

West Jersey & Sea Shore R. R. Co. 
common capital stock. 



1,650,000.00 

1,650,000.00 
2,500,000.00- 
4,100,000.00 
6,000,000.00- 

3,602,360.00 
400. 0» 

407, 400. oa 

1, 87?, 000. 00 

5, 38?!, 400. 00 

5,000,000.00 

23^,000.00 
2,093,300.00 

5,188,400.00 

1, 100, 100. 00 

4, 9m, OOO. 00 

2,149,500.00 

m, 850. 00 

2, ?r>'i, 000. 00 

10,000,000.00 

1,496,500.00 

44,400.00 

260,100.00 
6,000,000.00 

2,324,000.00 • 

18,000,000.00 
2,150,000.00 

895,450.00 

6,250,00(k00 
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Obligations oj carriers and securities deposited by carriers held Aug. 7, 19f /, pending final 
determination and settlement oj accounts {maturity, demand: price^ par; rate oj interest, 
6 per cent) — Continued. 



Name ofTompany. 



Peoria & Pekin Umon 

(note). 
Pere Marquette (note).. 
Pittsburgh & Lake 

Erie (note). 

Do 

Pittsburgh* Shawmul 
(securities deposited\ 

Do 

Do 

San Antonio & Aransas 

Pass (note). 
San Antomo, Uvalde 

& Gulf (receivers) 

(note). 
Seaboard Air Line 

Seaborad Air Line 
(note). 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Do 

Do 



Seaboard Air Line (se- 
curities deposited). 

St. Louis Southwestern 
(note). 

St. Louis Southwestern 
(securities deposited). 

Tennessee Central (re- 
ceiver) (note). 

Terminal R. R. Asso- 
ciation of St. Louis 
(note). 

Texas & Pacific (re- 
ceiver) (note). 

Do 

Do 

Toledo, St. Louis & 
Western (receiver) 
(note). 
Do 

Wabash (note) 

Do 

Do 

Do 

Do 

Do 

Do 

Washington, Brandy- 
wine &, Point Look- 
out (note). 
Waterloo. Cedar Falls 
&. Northern (note).^ 

Western Maryland 
(note). 



Date. 



Jan. 27,1919 

Dec. 26,1918 
July 31,1918 



Oct. 26,1918 
Aug. 18,1920 



Oct. 25,1920 

Feb. 2, 1921 

Oct. 18,1918 

Mar. 28,1919 



June 28,1918 



July 31,1918 



Aug. 

Sept. 

Nov. 

Dec. 

Dec. 

Jan. 

Jan. 

Feb. 

Feb. 

Mar. 

Mar. 



30, 1918 
26, 1918 
23, 1918 
12, 1918 

28. 1918 

13. 1919 
30, 1919 
14, 1919 
27, 1919 
14, 1919 
29, 1919 



Sept. 21,1918 
June 11,1919 



Do. 



Nov. 

Jan. 
Sept. 

Nov. 

Dec. 
Jan. 
Feb. 



Mar. 
Aug. 



Oct. 

Nov. 

Dec. 

Jan. 

Feb. 

Mar. 

July 



26, 1919 

1, 1919 

23, 1918 



27, 1918 



18. 1918 

25. 1919 
3, 1919 



27, 1919 
30, 1918 



30,1918 

18. 1918 
28,1918 

29. 1919 
27, 1919 
27,1919 

6,1918 



Mar. 1, 1920 
Aug. 30,1918 



Jan. 31,1919 



Amount. 



164,000.00 

775,000.00 
500,000.00 



200,000.00 



53,000.00 
20,000.00 

1,000,000.00 

850,000.00 



C^dlateral. 



1,000, 
700, 
160. 

3 

890, 
120, 
700, 
200, 
965, 
120, 
725. 



000.00 
000.00 
000.00 
000.00 
000.00 
000.00 

000. 00^ 

000.00 
000.00 
000.00 
000.00 



1,400,000.00 



30, 000. 00 
300,000.00 

750, 000. 00 

159,250.00 

90,000.00 

200,000.00 



60,000.00 
575,000.00 



873,601.72 
220,000.00 
300,000.00 
425,00a00 
208,000.00 
171,000.00 
50,000.00 



50o,ooaoo 



113,000.00 



Monongahela Ry. Co. first and re- 
funding mortgage 4^ per cent 
bonds, series A, due 1967. 



Pittsburgh & Shawmut R. R. Co. 

first mortgage 5 per cent bonds, 

due 1959. 

do 

....do 



Seaboard Air Line Ry. Co. first 
and consolidated mortgage 6 per 
cent bonds, series A, due 1945. ' 

do 



Seaboard Air Line Ry. Co. first 
and consolidated mortgage 6 per 
cent bonds, series A, due 1945. 

do 



St. Louis Southwestern Ry. Co. 
first terminal and imifying mort- 
gage 5 per cent bonds, due 1952. 

do 



Par or face 
value. 



11,000,000.00 



220,000.00 



187,000.00 
593,000.00 



l,360,00a00 



1,156,000.00 



986, 000. 00 

400,000.00 
2,967,000.00 

1,100,000.00 



195,000.00 



American Refrigerator Transit Co. 
capital stock (above collateral 
covers this loan also). 


'""i2i," 700. 66 






















Washington, Brandywlne & Point 

Lookout R. R. Co. first mortgage 

6 per cent bonds due 1920. 
Waterloo, Cedar Falls <fe Northern 

Ry. Co. general mortgage 7 per 

cent bonds due 1950. 
Western Maryland R. R. Co. first 

mortgage 4 per cent bonds due 

1952. 
Western Maryland R. R. Co. first 

and refunding 5 per cent bonds 

due 1967. 


75,000.00 

625,000.00 

67,000.00 

i4o,ooaoo 



1 Maturity, Mar. 1, 1921. 
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Ohligations of carriers and seeurUiea deposited by carriers held Aug, 1, 1921 f pending final 
dekrminatton and settlement oj accounts (rnaturitt/y demand; pricey par; rate oj interest^ 
6 per cent) — Coniinued. 



Name of comi>any. 


Date. 


Amount. 


Collateral. 


Par or face 
value. 


Western Maryi^nd 
(note). 

<WheeUng <& Lake Erie 
(note). 

Do 


July 5,1919 

Dec. 30,1918 

Feb. 20,1919 
Aug. 25,1919 
Dee. 23,191« 


$2,000,000.00 

7o,ooaoo 

174,000.00 
790,000.00 

ii2,ooaoo 


Western Maryland R. R. Co. first 
and refundmg 5 per cent bonds 
due 1967. 

Wheeling & Lake Erie Ry. Co. re- 
funding mortgage 5 per cent 
bonds, series "B,** due 1986. 
do.. 


|2,857,00a00 

io8,ooaoo 

268,00a00 


Do 


do. . -• 


i,2i6;6oao6 


Whuton-Sal»m South- 




bound (note). 






Grand total 


97,763,274.56 


170, 156, 97a 00 









Senator La Follettb. What number of raHroads have made final settlements, if 
you have it up to date, or substantially up to date? 

Mr. Davis. Well, I thought I had that. About 85, Mr. Tracy, isn't it? Is that the 
number of individual roads with which we have settled? 

Mr. Tracy. Approximately 100. 

Senator La Follbtte. If you will just supply that. You can supply that, of 
course? 

Mr. Davis. I will say approximately 100. I think that is a little in excess of the 
settlements that have been finally made, thoUjgh, but I will be glad to give you in this 
Answer the number that have been settled with. 

Senator La Follbtte. Thank you very much. And the class of roads. State the 
•class. 

Mr. Davis. Yes, sir. 

Senator La Follette. And the percentage of the miljeage that is involved; that is, 
I am taking your printed statement here and asking you to bring that paragraph down 
^o date. 

Mr. Davis. Well, I can answer that as of July 31, 1921. 

Senator La Follette. That is near enough. 

Mr. Davis. And that is about near enough? 

Senator La Follette. Yes. 

Mr. Davis. As of July 31, 1921, based upon a total mileage of roads under Federal 
^control aggregating 241,194 — 171,046 miles of roads have filed their claims in final 
.flettlement, and this represents a percentage of 70.916 per cent, practically 71 per cent. 

Senator La Follette. What is the total amount of claims filed up to the present 
time? 

Mr. Davis. The total amount of claims filed up to July 31, 1921, is 1785,966,673.27. 
That is such a big fi^re that I can be pardoned for not being able to distinguish the 
figures. I don't believe that should go in the record. 

Senator La Follette. I do not think you need to shrink from putting that in the 
rrecord. 1 believe everybody is afflicted that way at this time, and particularly 
(yongress. We do not distinguish between millions and billions in making appro- 
-priations. 

Senator Watson. You have reference to the House now. Senator. 

Senator I^a Follette. No, I have reference especially to the body of which I am 
a very humble member. 

Senator McLean. Leave out the railroads. Senator. 

Senator La Follette. Why? 

Senator McLean. I suppose because it is so long since they have had any money. 

Senator La Follette. They have had a very considerable sum out of the United 
States Treasury. Every time they ask for anythine they get it from Congress. 

Senator McLean. Not in comparison with what they have lost. 

Senator La Follette. I think very much in excess. That is a question which 
will be fought out. 

Senator McLean. Yes; we can not settle it this mornine. 

Senator La Follbtte. Well, it may never be fully settled, but we may approach 
A Uttle me^er aeettlement than we have. 
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Have you any means of knowing what claims may yet be filed? 
Mr. Davis. I have no means of knowing except by judging what will happen in 
the future from what has occurred in the past, and if the remaining xnractically 30 
per cent of claims are filed on the same theory as those already filed, the total amount 
of claims in final liquidation will be $1,108,306,550,30. 

Senator La Follbtte. Do you find any variation in the character of those claims 
as they are being filed now compared with those that were filed early, in any respect? 

Mr. Davis. Why, I would say no; not with any uniformity. Growing out of dif- 
ferences in the standard contract and growing out of differences of opinion that could 
arise in the matter of maintenance of way and structure and eq^uipment and retire- 
ment^ depreciation, replacement, a number of different theories have arisen and 
once m a while we find some comptroller of some railroad that has discovered a new 
formula, and again we find some railroads that have abandoned most oi these fan- 
tastic formulas and have made their claims practically on the theory of the admin- 
istration. 1 would say, while there is to some exteirt a general uniformity in the 
claims, there is the opportunity for individual endeavor that you would find in the 
large number of different kinds of people. 

Senator La Follette. Yes. In the statement which you submitted to the chair- 
man of the Committee on Ways and Means of tbe House, on page 5. you state, about 
the middle of the page, that 44 of the roads settled with had ciaime amounting to 
$96,821,80], and were allowed by you in final settlement $42,000,000, or 43.68 per 
cent of the amount claimed. 

Mr. Davis. Yes, sir. 

Senator La Follette. Now, as you get along further away from the time when 
the Government surrendered th»? roads, do \ou find that the administration is dieallow- 
ing th^e claims at a larger or a less rate per cent upon the amount claimed? If there 
is any variation in that respect? 

Mr. Davis. Senator, the Railroad Administration has adopted quite a definite 
and uniform rule as to settlement. 

Senator La Follette. I suppose so, upon such questions as are present ea. 

Air. Davis. Generally speaking, we allow the corporations their compensation with 
the interest that is provided for in the standard rate. 

Senator La Follette. Yes. 

Mr, Davis. In the matter of the material and supplies that is. as near as we can 
make it, an absolute mathematical check. In the dispute 1 items provided for in 
what is known as the upkeep section of the standard rates, and it is the upkeep of 
this property that is the cost, in tbe matter of maintenance, repaiii:. renewal retire- 
ment, and depreciation, we try to match during the period of Federal control the 
amount of money that was expended during the test period, making a proper allow- 
ance for the difference in price or cost, using the words ''price" or "cost" as synony- 
mous, between Federal control and Federal operation, applying the rules as to these 
various items of the Interstate Commerce Commission wnich were in effect during 
the test period, and upon which the compensation of the carriers was fixed. 

Senator La Follette. Exactly. 

Mj. Davis. Then as a conclusion I would say that there has been no variance in the 
method of settlement since the Railroad Administration commenced this question of 
this proposition of liquidation. 

Senator TiA Follette. Unless it should be upon some new formula presented, and 
then I suppose you have to deal with that when it comes up? 

Mr. Davis. We don't recognize a new formula. Senator. 

Senator La Follette. Well, you would have to dispose of them. 

Mr. Davis. Oh, yes; we refuse them. 

Senator La Follette. You would be able to put into your statement, General, the 
comparative expenditures for these vears? You have it all worked out, of course, I 
take it, for 1914, 1915, 1916 

Mr. Davis. What do you mean? 

Senator La Follette. What they expended for maintenance of way, for instance. 

Mr. Davis. Do you mean these cases that we have settled? 

Senator La Follette. Well, yes; I suppose you have it in the cases that you 
settled, have you not? 

Mr. Davis. Of course, it would be an interminable amount of work to take up. 

Senator La Follette. Well, you have it in the cases that you have settled? 

Mr. Davis. Oh, yes; we have in the cases that we have settled. I didn't get your 
question, sir. 

Senator La Follette. Well, I would like to secure— I do not know whether the 
committee would be interested in it, and I would not care to lumber up the record of 
the committee if they were not interested in it, but I would like to secure for myself. 
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il I could, the relation of the expenditure by the railroads themselves for these various 
purposes upon their property during the years 

Mr. Davis (interposing). The test period? 

Senator La FoLLErrE. Yes, call it the te^t period, as compared with what the Gov- 
ernment expended. Now, I suppose you worked that all out in the cases of the 
roads with which you have settled, and have it all tabulated, have you not? 

Mr. Davis. Well« in each of the settlements that we have made, Senator, we have, 
subject to the inspection of any one in authority desiring it, and 1 would consider a 
Senator having that right^ which anybody is welcome to examine. 1 would eeriously 
object to puttine an itemized statement of that kind into a public recora that would 
be distributed, because I think it woula very seriously embarrass and retara future 
settlements. We have adopted a plan of what we call a lump settlement, after we 
have fully discussed with the carriers, and while our accounts show just exactly what 
we allowed, we never advisea the carriers, for the reason that they would conpare 
settlements with each other,' and I think it would be against public interest at this 
time to make a public statement of thDse items, although there is nothing that the 
Kailroad Administration desires to '^on:eal, except to aid us in future settlements. 
And if you care to come down and spend a day with me we ^vill take up some typical 
cases, and I will go through them with you and give you all the information that I 
can. Or I would be very glad to give anv representative of yours that opportunitv 
if it was for your benefit, but I would not want to make a public statement o? this kind 
of these settlements, for the rea3ons suggested. 

Senator La Follette. That is, you think you could trade better with the rail- 
roads in the future for making settlements if you do not disclose that? 

Mr. Davis. I know I can, because each railroad would come in and say, " Whv, you 
allowed this road so and so, why don't you allow us that?" And it becomes, then, a 
wrangle of comparisons of settlements. We have tried to avoid that. 

Senator La Follstte. Chairman Clark has furnished me with a piinted document 
prepared by the Interstate Commerce Commission, which gives the information which 
I want in order to make the comparisons which I have in mind, going back over the 
test period, and informs me l^at they can carry that as far back as I care to have it 
carried. So it will not be necessary for me to trouble you about that. 

Mr. Davis. Very well, sir. 

Senator La Follbtte. I called on the statistical department of the Interstate 
Commerce Commission yesterday for this very information, and I was not able — ^as 
far as we arrive at an understanding over the telephone — to get what I wanted yester- 
day. That is the reason I was askmg Gen. Davis for it. But I am very glad to know 
that I can get it there. 

Senator Townsend (presiding). Well, that is a document that I think, perhaps, 
had better go into the record so we will all understand that, so far as it relates to this 
matter. 
% Senator La Follette. Yes; I shall be ^lad to' have it ^o in. 

Senator Kellogo. Can not we be furnished with additional copies so that it will 
not be necessary to place it in the record? 

Senator La Follette. Yes; I should be glad to have it in the record. I would be 
glad, indeed. I think it should go into the record. 

Senator Townsend (presiding). Is there anything about that that should not be 
printed? 

Mr. Clark. Not at all. It is a public document. 

Senator Townsend (presiding). It is now a public document? 

Mr. Clark. Oh, yes. 

Senator Townsend (presiding). Then it will not go into the record, because it is 
a public document, and everybody can see it. 

Senator La Follette. In answer to a question submitted by one of the members 
of the committee, Gen, Davis, you spoke of securities which you have on hand, ajs I 
understand, and said that some of the securities could, you believed, under existing 
conditions, be quite readily sold. You have securities which have been taken, then, 
I judge from that reply, which could not be readily sold at this time? 

Mr. Davis. Yes, sir; there are securities taken during the period of Federal control. 
Senator, and not subsequent, unless the subsequent taking was in closing up a loan 
that was made during the period of Federal control, that would probaoly not be 
readily salable on the market. 

Senator La Follette. What proportion of the securities do you think would not 
be readily salable? 

Mr. Davis. Well, if you will look at the statement that I made to Chairman Good 
as a basis, page 13, you will find a general list of the securities that the Railroad Admin- 
istration held as of the 1st of May. Now I could not be accurate as to the pcrutiny 
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that an investor would make as to these securities, but in a general !way the equip' 
ment trust obligations, aggregating 1310,073,100, ought to be considered first-class rail- 
road security. 

The bond item, $26,695,000, represents the bonds of the Boston & Maine Railroad. 
I can not give you the details of the transaction out of which those bonds grew with- 
out looking the matter up. It was made in the early part of the Railroad Adminis- 
tration, during the period of the war, and as I understand it, was assisting the Boston & 
Maine in a reorganization. Those are first mortgage bonds. Whether in the present 
condition of the general group of New England roads they would be considered first 
class security I am not sufficiently advised. 

There is a receiver's certificate, 11,400,000, the International & Great Northern. 
That is a transaction that occurred during the period of the war, of which I have no 
personal knowledge, but it was a purchase bv the Railroad Administration of $1,400,000 
of receiver's certificates of this railroad, and I think it was essential, it was considered 
essential, to keep that road in operation. 

There are different notes aggregating $92,762,038. Some of those notes, or a large- 
part of those notes, are represented by the obligations of the New Haven Railroad, 
which grows out of a transaction early in the period of Federal control, early during 
the war, and I am notfamiViar with the details, but was, as I take it, assumed by the 
then existing director general, who was Mr. McAdoo, to be necessary to tide the New 
Haven Railroad over and keep it operating during the period of the war 

There are some other notes, some smaller amounts of notes that are due. 

Senator La Follettb. What per cent, about, of those notes, are New Haven notes;- 
that is, what proportion of the $92,000,000? Perhaps you can state exactly. 

Mr. Davis. $60,000,000. 

Senator Poindexter. Are those first-mortgage notes? 

Mr. Davis. They are promissory notes secured by the first-mortgage bonds of the- 
New Haven Road, taken at 85 per cent. Six per cent obligations. 

Senator La Follette. Do you know what tne market quotation of those bonds . i^ 
to-day? 

Mr. Davis. I might say, Senator, that these various transactions were consummated^ 
as I understand it, under sections 6 and 7 of the Federal control act, which was in- 
tended if I understand the act right, to authorize the Railroad Administration to 
give a helping hand to railroad companies that were in trouble during the period of 
the war so that they could be maintained in operating conditions. 

Senator La Follette. Yes. Really the responsibility for that matter rests with 
Congress. They made provision in the Federal control act. I remember when the 
subject was up under discussion before the committee that the New Haven Railroad 
was referred to, and also the Boston & Maine. 

Mr. Davis. I will have to let you determine the responsibility, Senator. I can not- 
undertake that. 

Senator McLean. Has the interest been paid on those securities? 

Mr. Davis. Yes, sir. The New Haven road is not in default at present. It has- 
been paid currently. 

Senator La Follette. Now, what proportion of the $26,000,000* of bonds — ^perhaper 
you stated? 

Mr. Davis. That is all Boston & Maine bonds. 

Senator La Follette. Those are all Boston & Maine bonds? 

Mr. Davis. Yes. 

Senator La Follette. And what is the character of those bonds? 

Mr. Davis. Well, they are a mortgage bond growing out of a reorganization and a 
receivership. Now, just what lien they had, whether it was a first lien or what lienr 
they had, I can not tell you, sir. It is a Idng, complicated proposition that I have- 
not had occasion to examine. 

Senator La Follette. And you do not know much about the values of those bonds? 

Mr. Davis. It is something that I have had nothing to do with. 

Senator La FoLlette. And you have not any information upon which you could 
base a judgment as to their value? 

Mr. Davis. No, sir; I do not know what they are quoted at. 

Senator La Follette. Now. you had referred to the third item in that list, the 
receivers' certificates, and had explained that. 

Mr. Davis. Well, the International & Great Northern is a southern road. It is a 
Texas road; it is in the hands of a receiver, and at some time early in the railroad 
control the administration took $1,400,000 of receiver's certificates, bought them, and, 
being receiver's certificates, they are lien ahead of any mortgage. And I am not 
familiar with the foreclosure proceedings, bat the road is still in the hands of a re- 
reiver, and I suppose that when the receivership is wound up and the property 
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reozganized this will be paid. But I can not tell you the details about it, because 
I have not had occasion to examine that. 

Senator La Follktte. Now, the equipment trust obligations. That is the laet 
item in that list. 

Mr. Davis. The equipment trust obligations grow out of a veiy lar^e purchafe of 
equipment deemed necessary to the railroads generally during the peiicd of Federal 
control. Covered 100,000 box cars and 2,000 locomotives. This equipment was 
ordered by the Railroad Administration under specific congressional authority. A s 
the cars and locomotives were completed they were arbitrarily allocated by the Director 
General to the roads that he thought needed them. After some prolonged discussion 
between the administration and the railroads as to whether they needed them, and 
whether they should take them at what was considered a very expensive price, be- 
cause labor and material were very high at this time, the railroads finally took frcm 
the Railroad Administration, took off the hands of the Railroad Administration, this 
entire equipment, and there was concluded what is known as an equipment trust 
agreement, and those $310,000,000 of trust certificates represent the price at which 
the Railroad Administration sold to the separate carriers this equipment. They aie 
in negotiable form. They pay 6 per cent interest. They are payable one-fifteenth 
armually on the principal, and up to this time the annual payment due January 1 
of this year was paid, and the current interest due July 1 was paid. They are sup- 
posed to be first-class negotiable securities. 

Senator La Follette. How was the figure of $310,073,100 arrived at? 

Mr. Davis. Well, there was a certain amount of equipment that was paid in cash, 
and the purchase price represents the entire cost to the Government, including 
overhead, so that tne trust equipment and the cash that has been paid represents 
the entire outlay by the Government in the purchaee of this equipment, in otter 
words, we have not lost anything up to date on this equipment. 

Senator La Follette. They were sold to the railroads at the price which the 
Government had to pay for them? 

Mr. Davis. Yes, sir; at the price which the Government had to pay for them. 

Senator La Follette. Yes; just the same as though the railroads had been in pri- 
vate hands and they had found it necessary to buy this equipment at that time when 
prices were high? • 

Mr. Davis. Yes, sir; and pay for it. You are right about that. 

Senator La Follette. Exactly. Perhaps you will remember. General, whether 
this statement was made a part of your testimony [referring to the printed statement 
prepared by the director general]. 

Mr. Davis. Yes, sir; it will be printed in full in my testimony. 

Senator La Follette. I believe that is all I care to ask the general, unless some- 
thing should come to my attention later. 

Senator Townsend (presiding). Has anyone any other questions? 

I think that is all, Mr. Davis. We are very much obliged to you. 

Now, the question was brought up yesterday, and it has been urged upon me to-day, 
as to what hearings this committee will have upon this measure. I stated then that 
it was a matter for the committee to decide, 1 was not authorized to call any wit- 
nesses. I proceeded upon the theory that inasmuch as this was' a measure that had 
originated m the administration, that I wanted to hear the Government's oflScials, or 
at least Mr. Meyer and Mr. Davis, and I wanted to hear what they had to say upon this 
bill, and that was my only excuse for calling them. As all understand. Senator 
Cummins is not able to be here, and necessarily the duty fell upon me of proceeding 
with the consideration of the measure, and I am very desirous of following out the will 
of the committee in reference to this matter, and I don't want anybody to under- 
stand that I was attempting to control the actions of the committee in any respect. 
I did feel that inasmuch as this was a new measure I wanted to know what the Govern- 
ment's standpoint was and the reasons it had for presenting this proposition to the 
Congress. That was my only excuse for calling any witness. 

Senator Watson. Mr. Chairman, this being largely a comnuttee matter, one that I 
think we ought to discuss among ourselves, as to the length of these hearings, I move 
an executive session of the committee in order that we may discuss that question. 

Senator PrrrMAN. Mr. Chairman, that motion is debatable, I assume. I do not 
want to make a speech. 

Senator Watson. Certainly. 

Senator Pittman. I wanted to object to it, that is all. I want to object to it, 
because I want the matter of record, and I do not want any private record on it. I 
think it is absolutely for the benefit of this committee and tor the Senate that we 
not only hear from the present Director General of the Railroads with regard to the 
CQn(Ution of securities and the necessities of this bill, but that we should hear at 
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least from the former Director of the Kailroad Administration, under whom most 
of these obligations arose. 
Senator Kellogg. Which former director? 
Senator Pittman. Why, both of them, if we could reach them. 
Senator Kellogg. You know, one of them is in Europe now. 
3enator Pittman. Well, then, we will take what we can get. 
Senator Kellogg. I shall object to calling Mr. McAdoo. 
Senator TowNSEND (^presiding). Well, now, go ahead, Senator. 
Senator Kellogg. It we can vote on it at any time, I would just as soon vote on 
it now. 
Senator Townsend (presiding). The Senator has the floor. 

Senator Pfttman, Yes; I will be very brief. The present Director General of the 
Bailroads has testified with reference to the origin of the indebtedness of the rail- 
roads to the Government and the indebtedness of the Government to the railroads, 
dealing witn transactions prior to his connection, some of them, with the administra- 
tion at all. In answer to a great many questions by members of the committee he 
has testified that they were matters that occurred before his connection with the 
EaUroad Administration. Now, then, if we are going to have complete facts with 
regard to this matter, if it is the desire of the committee, in other words, to obtain 
all of the facts that the committee may consider material on this matter, rather than 
to have them dug out on the floor of the Senate in the form of ledgers and reports 
and things of that kind, which seems to delay matters much more than to have a 
hearing before the committee, it seems that we should have at least the man who 
was director general upon the institution of the proceedings that brought about the 
indebtedness that now requires the refunding in some form. And not only that, 
but I assume that the very object of referring this bill to the committee is to save the 
Senate the very time that we are taking up — that is, taking up in a segregating and 
correlating of the various facts. I am a new member on the committee. I know very 
little about railroad matters. 

Senator McLean. Is Mr. McAdoo opposed to this legislation? 
Senator Pittman. I really do not know. I am not opposed to it at the present 
time, but I know very little about it. I am trying my best to ascertain facts enough 
upjon which to base an opinion. And if this bill accomplishes a good purpose I am 
going to vote for it. 

Now there are j^robably other members of this committee here who have been so 
long on this committee and have been so long in the study of these railroad problepis 
that a great deal of this seems unnecessary to them. It does not to me. If, for in- 
stance, there is any one that can suggest amendments to this bill that will improve 
it, that will convince me that they can improve it, I would like to vote for those 
amendments. But I do not know. 

Of course if the other members of the committee do not desire any advice on the 
matter, or any further evidence, so far as I am concerned, why I can realize that they 
would not want to hold up this committee just for the purpose of informing me. But 
I think that it would save time if we would thresh out evidence and opinions here 
before this committee rather than on the floor of the Senate, and it is perfectly apparent 
to ail of us, it must be obvious to us, that if men who are supposed to be most familiar 
with this whole thing are excluded from giving their testimony here and their opin- 
ions, that it will be all rehashed over on the floor of the Senate, and there will not be 
the intellige.it discrimination that we could have right here. 

I do not believe that it would take up over a day, probably, or two days, to have 
Mr. McAdoo here and ask his opinion about this bill, ask his opinion about these 
indebtednesses and the method of settling them, about what he thinks will be due, 
what he thinks will be accomjjlished under this method of refunding and this method 
of financing the securities of the railroads. I think it would save time, and it would 
be a logical way to go at it. Of course, as I say, I am only a new member of the com- 
mittee, and the others may find it entirely unnecessary. Of course if that is the case, 
I will have to try and dig out my information and form my opinions outside of the 
committee. 
Senator Kellogg. Mr. Chairman. 
Senator Townsend (presiding). Senator Kellogg. 

Senator Kellogg. Every record of every transaction between the Government and 
the railroads is down in the Railroad Administration, where Mr. McAdoo would have 
to get it if he got his information. Mr. McAdoo has not been in the Railroad Admin- 
istration since December, 1918. He was only there about 10 months or 11 months. 
And Mr. Davis has got all the records, or the' Interstate Commerce Commission have 
got them, as to ever^ transaction. I have no objection to the committee asking any 
information. Mr. Innes is in Europe, and is not expected back before, I understand, 
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October, and no one of them can 8:ive us any information that can not be given right 
liere in town. I do not see any reason for calling them. 

Senator Townsend (presidins:). The question is on a motion of the Senator from 
Indiana as to going into executive session where theae questions will be thrashed out 
if you go into executive session; that is the object of going into it, as I understood it* 

Senator Watson. That is right. 

Senator Townsend (presiding). And while this is not debatable, I would be ^lad 
to hear from anybody very briefly as to why we should not go into executive session. 

Senator Stanley. Mr. Chairman, I shall express myself very briefly as to why we 
should not express ourselves on a matter of this kind in executive session. It is a 
matter of public interest. I would say, Mr. Chairman, that if all the facts and data 
connected with this bill are like a multiplication table, or a word in the dictionary, 
and can be found by going into a book and ascertaining, or by going down here and 
looking at a file in the Railroad Administration department, or the Interstate Com- 
merce Commission, then it has been a waste of time and money in calling anybody 
before this conmiittee. 

I think you were wise in calling the director general and calling the chairman of 
the War Finance Corporation, because, as I understand it, you wanted not only de- 
tailed information, but you wanted the benefit of the knowledge of these men of the 
great and technical propositions and intricate propositions involved in the legislation 
suggested by Senate bill 2337. 

Now, when it comes to acquiring that information I am sure the chairman will not 
contend, and if he did I should certainly not acceed to the proposition, that there 
is any superior quality of wisdom of patriotism or discretion or leadership in the 
Director General of Railroads over another, or in one administration over another. 
It would be most unfortunate, as I see it, if a matter purely of business like this should 
degenerate, as there was a tendencjr to have the transportation act of 1920 degenerate, 
and to be narrowed to a petty political issue. If this is to be an administration issue, 
and nobody but administration men to be allowed to speak, with the idea that wisdom 
will die with them, why, in my opinion, it would be most unfortunate for the country 
and most unfortunate for the pending legislation. 

Senator Kellogg. Is it your idea to hold this up here and have public hearings for 
weeks? 

Senator Stanley. No, sir; my idea is that we should know the opinions of those 
who have done exactly the same things with identically the same instrumentalities, 
with exactly the same opportunities for information, who, it appears, hold different 
points of view of this legislation, this whole matter. 

Senator Kellogg. Does he hold different opinions? 

Senator Stanley. I understand that he does not hold the same views. 

Senator Kellogg. Have you talked with him? 

Senator Stanley. No, sir; I have never talked with him five minutes of nay life. I 
never agreed with his Government ownership. I voted for the transportation act of 
1920 to take these roads out of his ownership, and I was aggresdve and radical in my 
opposition to his alleged personal political ambitions. I hold no brief for Mr, McAdoo, 
but I do say that while I have never held a brief for him, I have never been his advo- 
cate or defender anywhere, either within my own party or anywhere else, I sav that 
for justice ''all places are temple and all seasons are summer, ' and I believe in fair 
play whether the man be my friend or my adversary, and it is known and well known 
that for weeks and for months we have had hearings on this and other bills, and nobody 
has hesitated, as nobody should have hesitated, to take a crack out of Mr. McAdoo, 
to go into the most elaborate explanations of the wastefulness or folly or sin of his 
operation of railroads. And then to say now that although he has been Director 
General of Railroads, and although we have had director generals here, we will not 
hear from Mr. McAdoo, is a propostion to which I will not subscribe. 

Senator Townsend (presiding). Well, this is my idea. Senator Stanley, about that. 
Is it expected that Mr. McAdoo or Mr. Hines, if they were here, could throw any light 
upon the question that is before us, namely,' that of authorizing the sale of an amount, 
which is to be fixed by the committee, of securities already held by the Government, ' 
dispose of that in accordance with the provisions of law? I think we have put in a 

food deal here that is not relevant to the case at all, but there is no way of confining it. 
do not feel like stopping the witnesses. 

What I am interested in knowing is whether this is a proper thing. for the Govern- 
ment to do, because it is not a complicated proposition; it is a simple question, and, 
as I said, I wanted to know what it was; that is why I called the witnesses that I did. 
I wanted to know what the situation of the Railroad Administration was, and in 
connection with the railroads, and whether this is a proper thing for the Government 
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to do. Now, if we could get any light on that subject, why I would be willing, per^ 
fectly willing to obtain it. But I do not care to hold up the hearings, as far as I am 
concerned, for the purpose of airing any differences or promoting some theories as to 
what has been done or some notions of what has been done. What has been done has 
been done. This is a question now before us of determining whether this bill should 
be passed or not. 

Senator Stanley. I heartily approve, Mr. Chairman, of the action of the chair- 
man, I wish you to distinctly understand. I think he did exactly right. If I had 
been chairman of the committee I should have done exactly what you have done 
up to this time. I would have called both of the heads of these departments who 
have the carrying out of this bill, to get their opinion on the propriety of imposing 
this obligation upon them, and to find out just exactly how they were going to dis- 
charge it. I can not conceive how you could do anything else. I think if you had 
reported this bill without having heard from them you would have been guilty of 
carelessness and folly. I beHeve you are right in throwing this Ught upon it, I 
simply object to squelching it at this time, to scuffing it out at this time, or I object 
to an idea that light can only come from one direction and from one source. 

Now there is a difference of opinion, as I understand it, and we want to get that 
opinion. A slight difference of opinion has been expressed by the two witnesses, 

Eerhaps. But at any rate, I have not yet ascertained from the witnesses who have 
een before this committee, and whom I have heard, just exactly the amount that 
is owing, or the method of the operation after it is turned over. There is one thing 
that is certain, that this $500,000,000 or more — ^nobody seems to know how much, 
or how much less; it would depend upon the discretion ot the Director General — 
that is collected from the sale of these securities, will not be. converted back into 
the Treasury as moneys ordinarily collected are, but it is impressed with a peculiar 
trust, and it is to be spent in a certain way. That may be all right. 

Tliere is much in this bill that appeals to me. I realize that the railroads do need 
assistance at this time, and I voted for this bill, and it strikes me that these securities 
ought to be made negotiable and ought to be marketed and ought to be converted into 
money, probably. There is much in this bill that appeals to me. I am not speaking 
in opposition of this bill. I am speaking as one who wants to keep this bill out of 
politics and who wants all the light that he can get, and you find if you take pictiires 
of the same object at two different angles and coalesce them you get it into bas-relief. 
The courts are predicated upon the idea that you must hear the two sides of every case 
in order to reach an accurate judgment, and I believe that any committee can come 
nearer determining the truHi, if mere is difference of opinion among men having the 
same opportunity to form opinions, by getting the opinions of both, than by having an 
ex parte hearing here and by giving it out to the country that we do not agree with the 
people we call. 

Senator Watson. Mr. Chairman, this discussion is quite apart from the motion I 
made. I did not make a motion that we diould not hear Mr. McAdoo, or that we 
should hear him. My motion was that we go into executive session as a committee in 
order to determine what our procedure should be. I have always believed that 
hearings, when we had them, should be published, but, likewise, I have believed that 
a committee as a committee should formulate its plan of procedvu-e. I do not say that 
we should not hear Mr. McAdoo. My motion does not imply that conclusion. And 
all I wanted to do was that the committee as a committee should determine this policy. 
If we want to hear Mr. McAdoo or anybody else, well and good. What I wanted to do 
is that the members of the committee, as a committee, around the table should deter- 
mine the future policy of the committee. That Is what I have in mind. 

Senator Pittman*. What do we gain, Senator Watson, by going into the executive 
session? Is there anvthing that would hurt the Government by discussing it now? 

Senator W^atson. I tliink we would gain a great deal. It is all being discussed 
quite as much, and, so far as I am concerned, inasmucli Jis tiiis discussion has gone 
on, whv I am entirelv willing tr) withdraw the motion and permit the dis( iission to 
proceed in the open, because it is being discussed anyhow. 

Senator Kellogg. Weil, is there any motion? 

Senator Watson. No; I have withdrawn that motion now. 

Senator La Follbtte. I am very glad that the Senator has withdrawn his motion. 
I think, Mr. Chairman, ti.at matters of this sort are of the most vital concern to the 
people and should be discussed in public. Indeed, I believe that all tlie proceed- 
ings of our committees should be open to the public. 

Now, this legislation is proposed and tliis committee was called to meet, and with- 
out taking any formal action as to hearings, at the first meeting of the comniittee 
on the bill the testimony of Mr. Meyer, the director or manager of the War Finance 
Corporation, was taken. And his opinion was taken as to many matters connected 
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with this legislation. He did not testify just as to records and facts, but he entered 
the field of opinion, opinion as to marketing securities, opinion as to the condition 
of these railroads. He stated that some of the railroads were sorely in need of funds- 
He referred to some of the railroads as insolvent — ^not by name. 

I find from his testimony, in order to show that the railroads were sorely pressed 
for funds, and that therefore this legislation was very important to them, he cited 
many cases where the equipment companies had performed work for the railroads;: 
that is, where the railroads had sent out their rolling stock to be repaired and portions 
of it to be constructed. And he cited a number of cases where the railroads had been 
unable to pay for the work that they had had done upon their equipment by these 
equipment companies, and that a certain percentag^e of the work performed by one 
equipment company had been deferred a certain period of time. And a certain other 
percentage had been deferred much longer on account of the stress of the financial 
resources of the railroad companies, and there was a page or two of his testimony 
upon that proposition. 

Now right on that point, Mr. Chairman, the Interstate Commerce Commiesio.n 
has been taking testimony to see whether the railroad companies have paid extra^ a- 
gant prices for repairs and construction or not. If they have had their work done 
by outside companies, in which many of the officials of the railroads are directly 
interested, and have had equipment repaired at 400 and 500 per cent greater cost than 
was necessary, I think that is a material thing for this committee to consider in 
determining the resources of these railroads and their need at this time to have this 
credit of the National Government put at their disposal. 

I undertake to say that if that testimony can be laid before this committee, it will 
show some very startling things. It will show that right at the time that these rail- 
road companies claimed in their testimony before the Interstate Commerce Commis- 
sion to be embarrassed for money, that they were increasing their own salaries enor- 
mously. I cite one instance. An investigation was being conducted with regard to 
the New York Central Railroad Co. They made the statement that they had dis- 
charged a large number of men because of shortage of funds from operating revenues. 
The lawyer representing the Interstate Commerce Commission called for me minutes 
of the directors' meetings of the New York Central Railroad for the months of Sep- 
tember, October, and November. The New York Central postponed furnishing those 
records. They were cidled for from day to day, and the statement made by the 
attorney that' they would show that the testimony that had been given was untrue; 
and finally, rather than produce those records of their meetings to show what their 
inside financial operations had been, they had stricken from the record the testimony 
showing that they had been in financial stress. 

And I undertake to say that it will appear from record evidence, if we go into this 
matter fully, that the New York Central, after having put up the claim that they 
were not getting suflficient revenues to take care of the operations of their roads, were 
right at tinat time adding to the salary of President Smith $25,000 — ^raising it from 
$75,000 to $100,000 a year — ^and the salaries of all the other salaried men ranging from 
$5,000 to $25,000 increase. 

I undertake to say, Mr. Chairman, and I think it is a pertinent matter for this com- 
mittee to go into, that the executives of the railroad companies since the roads were 
returned have squandered their resources instead of conserving them, and after hav- 
ing secured concession from the Government they are now pressing a demand for an 
extension of the credit of this Government to them to relieve their financial distress, 
which, I say, the record of their management of the roads should not commend to 
the further favor of this Govemnxent. 

Mr. Chairman, I introduced a letter of request yesterday that Director General 
McAdoo should be heard. He was Secretary of the Treasury for eight years; he 
conducted the largest financial operations of this Government in all its history, or 
in the history of any Government of the world, and was director general for nearly a 
year. His connection with the Treasury Department of the United States as its 
head for a period of eight years would be presumed by anyone to enable him to 
express opinions of value concerning Government finances and economic and finan- 
cial questions. 

It seemed to me that if the opinion of Mr. Meyer was taken as to the advisability 
and necessity of this legislation, that the opinion of Mr. McAdoo might be of value, 
and I presented that letter. I also felt that the opinion of Mr. Hines would be ex- 
ceedingly valuable. I talked with former Secretary of the Treasury, Mr. Glass, yester- 
day and told him that I had presented to this committee a letter requesting that Mr. 
McAdoo be invited to appear as a witness before this committee, and asked him if he 
would communicate with former Secretary McAdoo and ascertain if he would be 
willing to appear before the committee, and if he had views upon this legislation. 
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I was informed by Mr. Glass yesterday that if Mr. McAdoo were invited he would be 
■very glad to appear, and that he had opinions which he would not only be willing 
but glad to express to this committee upon this legislation. 

I took the hberty last ni^ht of sending a cablegram to Mr. Hines and asked him 
when and how early his testimony might be available to this committee if it desired 
to take his testimony and I asked him to cable me his reply. I have not heard 
from him. I expect to hear from him within the next 24 or 48 hours at the outside. 

Now I desire, Mr Chairman, as a member of this committee, to have this matter 
fully investigated by the committee in order that we may pass upon it with a full 
knowledge of all the facts. I shall file with the committee a request to take testi- 
mony with respect to the financial condition of these roads, and the question of the 
manner in which they have been conducting their business since the roads came 
back into their possession. I believe that testimony will show that they are not to- 
day in a position to ask further Government concessions or credit to enable them to 
conduct their roads properly. Now, if that testimony can be taken here I think 
that it will furnish very valuable information to the committee. If it is not taken 
here it will compel its production in the Senate when we come to debate, this matter, 
and I think here is the place where it ought to be presented, where there is latitude 
for ths examination of witnesses and the cross-examination of witnesses in testing 
out this whole thing in a proper and fit way. 

Senator Townsend (presiding). Has the Senator any idea as to when his program 
could be completed if we were to go into it? 

Senator La Follette. Why, I think in a very few days, perhaps in a week we 
could take all of this testimony. Now, with respect to Mr.* Hines, I will be advised, 
I trust, by to-morrow, and I will inform the committee just as quickly as I hear from 
him. 

Since this committee has been in session Mr. McAdoo called me on the long distance 
telephone to say that if the committee desired him to appear and he was requested 
to appear — he did not want to thrust his opinions upon the committee — he could 
appear here certainly by Monday morning. 

Senator Kellogo . Mr. Chairman, so far as the general investigation of railroad 
situations is concerned, this committee is investigating that, and spent nearly two 
months, I think, taking testimony, and has not completed it, and it will evidently 
take several months more going into the whole railroad situation. Manifestly there 
is no use of doing it twice. This committee on this bill does not need to'go over what 
we have gone over, and the testimony is printed and we are going to take more testi- 
mony, as I understand it. 

Senator La Follette. Now, right on that point I want to say just this. This com- 
mittee upon the Cummins resolution began an investigation here on about June the 
10th of the railroad situation. And they took the testimony, Mr. Chairman, of the 
railroads, in which they laid the foundation for their claims against the Government. 
In other words, it gave the railroads a full public hearing on their side of this case, 
with an organized publicity bureau back of it that sent out daily bulletins putting 
up their side of the case, to every newspaper office in the United States. It was a 
campaign to create public opinion that would sustain the large demands that they were 
to press upon this Government for financial aid. And when their case had been about 
completed here before this committee, or at least after some two or three months had 
been given to hearing their side of the case, a recess was taken, and opposition to their . 
presentation of facts has never been heard. 

Senator McLean, But they were subject to cross-examination. 

Senator La Follette. They were subject to cross-examination, but the Senator 
from Connecticut knows full well that when complicated financial statements are 
presented here, the witnesses not examined as thev are in court by question and 
answer, instead well and carefully constructed briefs are presented, complicated in 
their terms, prepared by masters of accounting and finance, involving large assem- 
blages of tables, the Senator, as a lawyer, knows that no one, right on the heels of a 
presentation of that sort, can conduct an examination that is not a waste of time of 
the committee, and that no valuable results can be obtained from a cross-examination 
at the time. It is necessary to make a study of that record. I have been trjdng to 
do it, and I hops to be able, when this committee assembles again, to subject Mr. 
Kruttschnitt and some of these other gentlemen to as good a cross-examination as I 
can make, after studying their involved, technical statements. And I say that as a 
member of this committee, with an average experience of Members of the Senate in 
dealing with questions of this character, that I nave had to have, in making a study 
of their statements, the assistance of accountants and the assistance of men versed in 
railroad affairs. 
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Senator McLean. Now, take for instance the instance which you have mentioned, 
Senator, of the misappropnation of funds by the New York Central, would you expect 
to get any light on that subject from Mr. McAdoo or Mr. Hines? 

Senator La. Fqllette. No;. I did not refer to that in connection with their testi- 
mony. I expect to get some light on that subject from the files of the Interstate 
Commerce Commission, and by putting upon the witness stand the attorney repre- 
senting the commission who conducted the hearii;^, which would disclose the 
nefarious character of railroad financing under its present management, and in that 
way save the time of the c(Hnmittee, and have brought to the attention of the ccnn- 
mittee just exactly what the records will show from the admissions of the raihroad 
witnesses themselves. 

Senates Watson. Well, suppose all that were true, Senator, what light would that 
throw on this measure, this particidar measure? 

Senator La Follette. I think that has an important bearing upon the policy that 
this committee of the United States Senate and Congress is to s^opt in taxing further 
the bounty of this Government for these raihoads. 

Senator Stanley. I would like to ask the Senator one question: Suppose this were 
a claim to be adjudicated in a court of justice, and not a claim for bounty or gratuity 
.on the part of the Federal Government. 

Senator Watson. That is neither a 1 ounty nor a gratuity. 

Senator Stanley (continuing). And the Senator from Connecticut were a final 
judge, would you be prepared to pass judgment for or against the raihoad after the 
raihoad had introduced its evidence, and without hearing witnesses upon the other 
side, upon the ground that the defendant, or the plaintiff, as the case may be, had the 
right to cross-examine the witnesses that the other fellow introduced? 

Senator McLean. Well. Senator, I had supposed until Senator La Follette had made 
his statement, that this bill was to be opposed on the ground of frauds perpetrated by 
the railroads. 

Senator Stanley. Oh. I do not allege any frauds. I eaid, Senator, eo that you may 
understand: If you were a judge instead of a Senator, and the railroads were making 
a claim against a private citizen, or against Eome other organization, or againet the 
Government itself, and you were sitting as a judge and not as a Senator, a.nd after the 
railroad had made its case in court the other side to the controversy, having the right 
to cross-examine, would you feel justified in closing the caee there and eaying to the 
opposing party, "You had a right to cross-examine the witneeses. I will paes judg- 
ment? " 

Senator McLean, Well, I will say to the Senator that you have not followed these 
hearings; I had supposed that the present director general had all the facts, bad a 
full record of everything that would be of benefit to this committee. 

Senator Stanley. Oh, we are speaking now, Mr. Senator, on the hearings on the 
general situation; Senator La Follette is speaking about that. It is concernii>g the 
general hearings that the Senator made the observation. 

Senator McLean. Any court of review would have a record that would be quite 
complete and accurate. Now to go outside of the record and get the views of Mr. 
McAdoo or somebody that does not know as much about the record as the present 
director general, if you want to get his opinion as to certain things, why it eeems to me 
that you are opening up a very wide field, that is all, Senator. I do not know, then, 
when you can expect to close these hearings. 

Senator Stanley. Oh, I want to see them closed very quickly. 

Senator McIiEAN. If there is anything that the record does not disclose that you 
gentlemen want, why you certainly would be entitled to it, no matter how much time 
it takes. 

Senator Stanley. Well, I want to get the opinion of those who are qualified to 
give an opinion as to the propriety of this legislation. 

Senator McLean. It has not been suggested here that there was anything absent 
from the record except somebody's opinion as to the policy of this legislation. 

Senator La Follette. Do you think you would save time, Senator, by taking it 
up on the floor and having this testimony read page by page into the record? 

Senator McIiEAN. I am not so innocent. Senator, as to assume that we are going 
to save any time on this legislation, no matter how it is conducted. 

Senator La Follette. I think we can save time on it. 

Senator McLean. If there is any merit in it, why there is responsibility somewhere 
to see that it prc^esses. 

Senator Watson. That is the point. The committee is chaiged with responsibility. 
This measure is before us. The facts are here. What knowledge Mr. McAdoo may or 
may not have of the past will not throw any light on the present situatioa. And while 
he was acting as the railroad director he was at the head of a half a dozen of the other 
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great functions of Government and infitrumentalities of government at that time, 
and if the Senators will get the testimony that Mr. McAdoo gave, the last testimony, 
the last time he appeared before this committee as the Director General, they will 
'See that he was not able to aliswer a very great many of the questions that were then 
asked him, because his duties had been so diverse and so multitudinous that he simply 
-did not have the time to give to the railroad directorship the study that it required. 

He did not go into the question. And if you will recall, the only thing in the world 
he had to offer — and I asked him the question myself, *' Whether or not you have any 
-plan to suggest as to how these railroads shall be turned back; if you have any plan 
to suggest as to the future financing? " — he said, "I haven't a thing to suggest except 
the continuance of Government operation for the next five years." Now, I thought 
we were measurably satis Sed in our own minds with the results of Oovemmeht oper- 
ation for 26 months, and that we did not need five years more of it, and that was the 
-one policy he had to suggest. 

Now, Mr. McAdoo has been out of this office for all these months, and has not come 
in contact at all with the measures of the settlements with the railroads, and I feel 
that for us to send out and bring Mr. McAdoo in here in order to tell us what to do on 
this question that these men are familiar with and he is not is an absolute waste of 
time. 

Now, of course, these Senators and any Senators can take up the time on the floor 
but that ought not to deter this committee from discharging its manifest duty, in my 
judgment, and I think we should either report this bill or decline to report it when we 
have a quorum here. We have not a quorum here now, but as soon as we get a quorum 
I think it is our dut^ to report it or decline to report it, and if we can not report it. let 
us go to something else. 

The railroads of the country require this relief. Last year the great majority of 
them earned less than operating expenses. With $62,000,000 on the whole eamea by 
all the railroads as against $900,000,000 a year for the test period. That tells the 
story whether the assets have been squandered and the receipts dissipated, and 
those questions are entirely apart from financing the railroads at this time with the 
view of establishing stability of the industrial situation in the United States, and 
therefore I think that our duty is quite manifest, that we shall, when we get a quorum, 
go on and come to a conclusion as to whether or not this bill shall be reported. And 
so far as I am concerned there will be no further hearing. 

Senator Pittman. Mr. Chairman, I move you that the chairman be requested to 
invite former Secretary of the Treasury and Director General of the Railroads McAdoo 
to appear before this committee on Monday morning at 10 o'clock and answer such 
questions as the committee may see fit to ask him, or members thereof, touching the 
bill now pending before this committee. 

Senator Watson. And on that I demand the roll call. 

Senator Townsend (presiding). Well, now, is the committee ready to concede t^t 
there is a quorum present? 

Senator Kellogg. The motion has been made. Let us vote on it. 

Senator Watson. Only for the purpose of determining policy. We can not de- 
termine conclusions, we can not report a bill, because the Senate would not receive 
it if anybody would object to it. 

Senator Townsend (presiding). Senator Smith has been here, but he is not here 
now. I have been requested by Senator Myers to vote for him on all occasions; he 
submitted that in writing, but I would not like to do that on questions of this kind 
when he is not present. I think Senator Smith is in favor of closing the hearings 
just as soon as possible, but I can not vote him. He is not here. Now it requires 
nine for an actual quorum. I do not know whether the rule prevails in this committee 
that seven may constitute a quorum. 

Senator Watson. I think only for the purpose of hearings, Mr. Chairman. 

Senator Townsend (presiding). That is my recollection. 

Senator Watson. For the purpose of having a hearing, but not for the prosecution 
of business. 

Senator Townsend (presiding). If there is no obejction, why I would be willing 
to put the motion, but I would hate to put a motion that would be a vain thing if it 
was ever questioned that we did not have a quorum when we took any vital action 
on the part of the committee. 

Senator Poindbxter. Well, what is the language of the rule as to seven consti- 
tuting a quorum for certain purposes? 

Senator liA Follette. Well, that is a resolution that has been heretofore adopted 
by this committee at some early session during each (-ongress, when it has been 
adopted at all. Now whether that 'resolution has been adopted during this present 
' Congress I am not certain. 
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Senator Townsend (presidiDg). I do not know. I am ignorant of that. It has 
mot been when I have been present. 

Senator Kellogg. I know we reported one bill to the Senate where we did not have 
:a quorum of the committee present, and I moved the Senate to send the bill back, 
«na it was done on a point of order on the ground that there was not a quorum present. 
That was on reporting a bill. That was some two or three yeurs ago. 

Senator Watson. My recollection is that seven members constitute a quorum h»e 
for the purpose of having hearings, but not for other purposes. 

Senator Townsend (presiding). I think that is practically so. It is not quite that. 
It is something in reference to reporting a bill, where a majority ol a quorum vote 
favorably. For instance, nine is a regular quorum of this committee. If five men 
were to vote favorably to report a bill when seven were present, I think it used to 
l)e the rule of this committee, as I recollect it, that that woidd constitute a suMcient 
number. I think it is the rule of our committee on Post Offices and Post Roads. It 
is a general rule in the Senate that a majority must be present, but a majority of a 
quorum can report a bill. 

Senator La Follette. I think Senator Watson's statement is correct. 

Senator Pittman. Then my motion is probably in order. 

Senator Stanley. The motion would be in order, anyway, unless the point of a 
• quorum is made. The only way to ascertain is to call the roll. 

Senator La Follette. I think in view of the controversy that would arise concern- 
ing this matter, that before any definite action is taken we ought to have a quorum. 

Senator Kellogg. I do not raise any objection to the committee adjourning and 
getting a quonun at all, so far as I am concerned. Do just as you please. 

Senator Townsend (presiding). This is what I had thought, and I want to submit 
it to the committee. I would like to have a committee meeting pretty soon for the 
purpose of considering the bill by committee without hearings for a time, and see if 
there are not some things that we can do that will result in legislation without any 
radical differences of opmion between us. Now there are two or three amendments 
that could be made to this bill, in my judgment, which would answer a great many 
^f the objections which have been urged against the bill here, and which I take it 
would be the opinion of any witnesses we might call. I am very much opposed now — 
"believing as I do that action ought to be taken on this bill of some kind — to holding 
hearings here for the purpose of getting opinions of people outside whose opinions 
would not be worth very much to the members of the committee. If there are any 
facts relating to this bill that lie with the Railroad Administration which we have 
not disclosed, 1 would like to know those facts. I would like to have them sent for 
.and presented before the committee. If it is a question of policy as to what we ought 
to do, that is a question for the committee to determine, and eventually it must deter- 
mine that question if we are going to have any legislation on it at all. 

Senator Kellogg. Well, when is it suggested? I am ready to adjourn to any time. 

Senator Townsend (presiding). Well, I want to know if that suggestion meets with 
your approval, that before final action is taken, that we proceed to consider the bill, 
iio determine what light we now have upon it, and if there is anything there that is 
disclosed that we do not have, that we want light on we might be able to call before 
us on that particular point somebody that we would want to hear, for something we 
would want to hear. Now, I think that by a consideration of the bill in the committee 
we can thrash out a lot of these difficulties here that are, in my judgment, more im- 
aginary than real, that when we get at it we can reach a conclusion that will practi- 
(Cally command the support of the entire committee. 

I repeat, that if in tne course of the consideration of that bill the committee wanta 
some particular light on some particular point we can call in immediately somebody 
to clear up that if we think he can clear it up. Now, if that were done I would 
like to have the whole committee here. I would like to have notice sent to them, 
And have them all here, if possible, and I do not believe that could be done before 
next Tuesday morning. 

Senator Kellogg. Tuesday. Why not Monday? 

Senator Townsend (presiding). Because they will not be back here. I have been 
ifcrying to find out who will be here, and see if we can not get the committee together, 
but I find it can not be done. 

Senator Watson. Well, we can wire them, Mr. Chaiiman. 

Senator McLean. That will not do any good. 

Senator Townsend (presiding). We have now al)8ent Senators Femald, Frding- 
.liuysen, Elkins, and Pomerene. 

Senator McLean. Senators Elkins is in Europe. 

Senator Kellogg. Senator Pomerene will be back Monday morning. 
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Senator Townsbnd (presiding); genator Myers will not te here, lut he las left 
his vote and a letter explaining his views on this subject, genator Underwood might; 
be back here by Tuesday, and he is favorable to ^e legislation. 

Senator Kellogg. I ao not think he is coming at all. 

Senator Townsend (presiding). Well, I think he might be induced to be here. 
I think if he knew the situation that he would be here to express his views on this 
subject. Now those Senators are not here. And even those who are here this morning^ 
are not always here. Of course we know what tJiey have to do. There are three 
members of the Finance Committee on this cdmmittee, and they are interested in 
that great bill that is up now. 

Senator Kellogg. Well, Mr. Chairman, if we do not meet until Tueeday, and the 
Senate adjourns on Saturday, we might as well not meet at all. 

Senator Townsbnd (presiding). Well, if you want to make the suggestion, I will 
call the meeting for Monday morning, but I have been canvassing the situation, and 
I would like to get them here, if we can. 

Senator McLean. Could we not get eight men here to-morrow? 

Senator Townsend (presiding). It takes nine. 

Senator McLean. It takes nine. And then record the absentees, if it is desirable to 
get an expression of an opinion of the full committee without their presence. 

Senator Townsend (presiding;). Well, we can get them this afternoon if you are 
ready to do that. 

Senator McLean. Well, but we ought to have nine men. As I understand it at 
present, we can not. 

Senator La Follette. Ihat is, you mean to report it? 

Senator Townsend (presiding). Senator Smith is not going to be back here until 
Tuesday. 

Senator Kellogg. Well, Mr. Chairman, fix your own time. 

Senator Townsbnd (presiding). Well, I want to do what the committee wants to do. 
I am trying to find out some way to take action. 

Senator Poindexter. What are you going to do with this motion that is pending 
before the committee? 

Senator Watson. I understood that Senator La Follette objected, and it would 
take unanimous consent to go on. In order to determine that, I ask unanimous con- 
sent that the motion of Senator I ittman may be put at this time.- 

Senator La Follette. Well, I do not think anything as important as that ought to 
be decided without a quorum. 

Senator Watson. Well, I understood you to object. 

Senator La Follette. Yes; I think that is a very important question. 

Senator McLean. Can we not get a quorum to-morrow? 

Senator Townsend (presiding). Well, now, you think it over and see who will be 
here to-morrow. 

ScQator PiTTMAN, Suppo83 WO havc a meeting this afternoon after lunch and see 
if we can not get a quorum. 

Senator McLean. We have a very important meeting of the Conmiittee on Finance 
this afternoon. 

Senator Watson. Yes; we have an important meeting of the Committee on Finance 
this afternoon with reference to certain things, voting on American valuation and on 
tJie dye embargo. Senator McLean and Senator La Follette and I will all three want 
to be in the Finance Committee, and important as this legislation is, we simply can 
not run away from that. 

Senator McLean. Of course, if you agree on a certain minute to vote we can do it. 

Senator Watson. Yes. 

Senator Pittman. I would simply then like the committee to know, and I give 
notice, that whenever the committee does meet and as soon as it meets and has a 
quorum, that I will renew the motion that I make now. 

Senator Townsend (presiding). And you are not favorable to the conmiittee pro- 
ceeding to see if we can not adjust these matters as the matter now stands? 

Senator PirrMAN. I prefer to have information before I consider the thing, rather 
than afterwards. 

Senator Townsend (presiding.) Perhaps if that is your idea we had better call up 
Senator Smith and see if he can be here. 

Senator Stanley. Mr. Chairman, I liave not been on this committee but a short 
time, and I defer to the superior wisdom of those who have had more experience on 
tirs committee, but I rise for a sort of a parliamentary inquiry. Has it been the cus- 
tom of this committee to determine about the merits of a bill and hold hearings after- 
wards, or have the hearings first and then apply the information to the bill after- 
wards? 



REFUNDING OF BAHiBOAD DEBT. 105 

Senator Townsend (preaidijig). That is not my suggestion at all. My suggestion 
was that if the committee could get together we might be able to agree that we had all 
the information that we wanted on certain features of this bUl. That we did not 
want any more evidence on those particular things. If we found that we did need 
further information, we could have that information presented. 

Senator PiTTiiAN. Now, Mr. Chairman, as I understand the chairman, he has some 
suggested amendment to this bill. I assume that those amendments are for the pur^ 
pose of better carrying out the purpose and making more definite the purpose of the act. 

Senator Townsend (presiding). Yes; and eliminating something that the act covers. 

Senator Pittman. Yes. Now, of course, it is true, as a matter of fact, and we know 
that this act was drawn up by the War Hnance Corporation employees or agents, or 
by the director of the raihroads or somebody else. Now, nobody on this committee 
drew this bill, and the chairman can improve this bill, and I assume he can improve 
it by reason of his knowledge of conditions in finance and other things. Now, there 
has been some objection here to taking the financial opinion of anybody. As a matter 
of fact a financial matter is very largely a matter of opinion, as to whether or not the 
War Finance Corporation is in a better position to sell Government securities than ' 
the Railroad Administration, or some other form of commission, or the Treasury 
Department direct. It is boimd to be a matter of opinion. It is going to be a matt<»r 
of opinion as to whether the language in this bill accomplishes what the purpose of 
the bill is or not. 

Senator McLean. That is very true; but Mr. McAdoo's opinion might not be 
better than ex-Secretary Houston^s, for instance. 

Senator PmMAN. It might not be better. 

Senator La Follette. It might be just as good as that of any witness that has 
testified up to the present time and it mig^t be very different. 

Senator Stanley. If his opinion happens to be of no special value we have not 
lost much, but if it happens to be we have gained a great aeal. 

Senator McLean. It opens the door. / 

Senator Stanley. To open the door to light never hurts. 

Senator Pittman. We oave to find out whether a man is qualified or competent 
to give expert opinion. 

Senator Townsend (presiding). I have sent to see if Senator Smith can come over 
and he has left his office and they can not get him. He is going away this afternoon. 

Senator Watson. I move the committee adjourn until next Tuesday morning at 
10 o'clock. 

Senator La Follette. Seconded. 

Senator Townsend (presiding). Those in ^vor of the motion will say "aye'' 
opposed, "no." It is carried. 

The. committee will adjourn until next Tuesday momii^ at 10 o'clock. 

(Thereupon, at 12.40 p. m., Friday, Aug. 12, 1921, an adjournment was taken until ^ 
10 o'clock a. m. Tuesday, Aug. 16, 1921.) 
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TT7ESBAY, AtTOUST 16, 1921. 

United States Senate, 
• Committee on Interstate Gommsroe, 

WaskmgUmy !>. C 

The committee met at 10 o'clock a. m., in room 410 Senate Office Building, Senator 
iyhwles E. Townsend, presiding. 

Present: Senators Townsend (presiding), McLean, La FoUette, Poindexter, Watson, 
Kellogg, Frelinghuysen, Pomerene, Stanley, and Pittmipi. 

Senator La Foli^ette. Mr. Chairman, I believe a quorum is now present. 

Senator Townsend (presiding). Yes. 

Senator La Follette. I ask to have Mr. W. H. Johnson, vice president of the 
Mount Vernon Savings Bank and president of tiie International Association of Ma- 
chinists, called. He desires to be heard upon this bill, and is present. 

Senator Watson. Mr. Chairman^ — have you finished your motion or statement. 
Senator La Follette? 

Senator La Follette. Not quite. I have several' other witnesses — ^Mr. List, attor- 
ney for the Interstate Commerce Commission, with records of testimony that I wish 
to offer and which I think material to the inquiry which this committee has been con- 
ducting upon theT bill under consideration. 

Senator Watson. Are you now through with your motion? 

Senator La Follette. I did not make a motion but made a request, and am going to 
follow it by a motion to invite Mr. McAdoo, unless Senator Pittman should renew his 
motion. 

Senator Pittman. It is immaterial to me whether the motion now pending is con- 
sidered, or you make the motion or I remake it. 

Senator La Follette. Your motion was to invite Mr. McAdoo. Do you withdraw 
it or is it still pending? 

Senator Pittman. It was made and has not been acted upon. Therefore I assume 
it is pending. 

Senator Watson. As I understand the pending motion is to have Mr. McAdoo called 
before the committee, he to be followed by the several gentlemen Senator La Follette 
has suggested or will suggest be called. I now move as a substitute for that motion 
that we strike out clause I on page 2 of the bill, and as thus amended that the com- 
mittee report the bill. • 

Senator Kellogg. I second the substitute. 

Senator Pittman, Is this a substitute for my mofion? 

Senator Watson. Yes. 

Senator La Follette . I present my request to the acting chairman of the committee, 
who has been calling witnesses here, that witnesses who are present in the room be 
now called to testify. 

Senator Townsend (presiding). That, as I stated at the opening meeting, is for 
the committee to decide, whom they would call or wo aid not call, and whether they 
would call anybody. It is immaterial to me as to how the question is put. Probably 
the substitute as offered would settle the cjuestion, although I should suggest that 
the Senator from Indiana (Mr. Watson) divide his substitute; in fact I should insist 
on a division of it, which substitute is to strike out clause (i), and vote on that propo- 
sition first, although his substitute included reporting the bill. 

Senator Watson. I will divide that proposition. I moved to strike out clause (i) 
solely at the request of the acting chairman. 

Senator Pittman. I have a motion pending which should be acted upon. 

Senator Watson. I am willing to vote upon it but I want to end the whole question 
and end it by one motion if we can. 

Senator La Follette. You can not end the whole question by one motion. 
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Senator Watson. We can do it so far as this committee is concerned. 

Senator Townsend (presiding). I will put the motion heretofore offered by the 
Senator from Nevada (Mr. Pittman). His motion is that the committee call Mr. 
McAdoo as a witness. Those in favor of that motion will signify it by raising the 
right hand. 

Senator La Follette. What is that motion? 

Senator Townsend (presiding). To call Mr. McAdoo. 

Senator La Follette. I ask for a roll call on that motion. 

Senator POmerene. The motion was made when I was not present. I do not 
know that I am advised as to the purpose of the motion. * 

Senator Pittman. May I state it? 

Senator Pomerene. Let me finish my statement. If the purpose is to call Mr, 
McAdoo to discuss generally the railroad problem and the subject of Government 
operation — and I understand it is the intention of the committee to take that matter 
up at some future time and I would be very glad tfi hear him then, but if it is simply 
to call him in so far as his testimony may refer to this particular bill, I have a different 
view. 

Senator Pittman. I will answer that question. My motion was this; That the 
chairman invite Mr. McAdoo to appear before the committee and answer buch ques- 
tions as the members of the committee may propound to him touching; the bill now 
before the committee; nothing else whatever. And, as I stated the other day when 
you were not here, I desired such suggestions as he might be able to give us, at least 
for my own use and information. Mj. Davis, the present Director General of Bail- 
roads, testified not only with re^rd to certain facts in his possession but as to his 
opinion of the i)urpose of the bill and the effect of the bill. His testimony went 
into questions — ^in answer to questions propounded to him — of the best wiiy for the 
Government to dispose of securities, the best way to. relieve the Government of the 
burdens upon it by reason of the Railroad Administration, the best method of relieving 
the condition of the railroads at the present time. In other words, it was expert 
testimony with regard to financiering hnes. Also his testimony and the testimony of 
Mr. Meyer, president of the War Finance Corporation, dealt with facts and conditions 
that arose, some of them at least, during the administration of Mr. McAdoo as Director 
General of Bailroads, and some things relating to the time when he was Secretary of 
the Treasury. 

I want it distinctly understood that I am not making this motion for the purpose of 
delaying consideration of the bill . I want no such inference drawn. Neither do 1 want 
any inference to be drawn that I am fighting this bill. I am not fighting this bill, 
not at all, and I do not know that I ever wiU fight it — ^though I may be in favor of 
amending it. However, it is a very important matter. And I do not believe that 
the acting chairman of this committee, nor the other members of the committee, be- 
lieve that we are going to get action on the bill before the recess. I do not see that that 
is probable, and therefore I do not believe if we should invite Mr. McAdoo to testify 
with regard to matters material to the consideration of the bill now before the com- 
mittee — and, of course, it is within the power of the committee to restrict him to that 
character of testimony — ^that there would be any delay whatever. I think his testi- 
moijiy would furnish information that would be of value to some members of the com- 
mittee and some members of the Senate when it comes time to consider it there. It 
was for that reason I made the motion. And I repeat, I do not believe any time is 
going to be saved at all by just reporting this bill to the Senate, where it may lie on 
the calendar for two or three months. 

Senator Kellogg. Nobody knows when we are going to adjourn, and if we do not 
adjourn I do not know why we should not take up the bill in the Senate. If we 
should call Mr. McAdoo it would reopen general hearings, and in that event we do not 
know when we would end them. 

Senator Pittman. Senator Lodge has already offered a resolution for a recess to 
begin on Saturday. 

Senator Kellogg. Well, it will not be considered then. 

Senator Pittman. I am very happy to hear the Senator say that. 

Senator Kellogg. The recess will not begin on Saturday anyway. 

Senator La Follette. I have just been informed that Mr. L. E. Sheppard, president 
of the Order of Railway Conductors, is present and asks, in the name of the four rail- 
road brotherhoods, whom he is authorized to represent, be heard here upon this bill. 

Senator Kellogg. Mr. Chairman, I ask for a vote. 

Senator Townsend (presiding). Are you ready for the question? 

Senator Pomerene. This is a vote upon Senator Pittman's motion, is it? 

Senator Townsend (presiding). Yes; to call Mr. McAdoo as a witness. The clerk 
will call the roll. 
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The roll was called and the vote announced as IoUoWb: Senator Frelinghu^sen, no; 
Seitator Kellc^, no; Senator La FoUette, aye; Senator McLean, no; Senator Poindexter, 
no; Senator Pomerene^ no; Senator Flttman, aye; Senator Stanley, aye; Senator 
Townsend, no; Senator Watson, no. 

Senator Townsbnd. The vote is 7 noes and 3 ayes. The motion is lost. 

Senator La FoiiLETXE. Mr. Chairman, I move that Mr. W. H. Johnson, vice president 
of the Mount Vernon Savings Bank, and president of the International Association of 
Machinists^ who is in attendance, be heard by the committee at this time. 

Senator Watson. Mr. Chairman, in order to obviate the necessity of voting on the 
hearing of 15 or 20 men that Senator La FoUette might name, and I do not know how 
ipany he naay wish to be heard 

Senator La Follettb (interposing). I was going to ask that Mr. Johnson, Mr. List, 
and Mr. Sheppard be heard. There are these three present that I would like very 
much to have heard. 

Senator Pohbrene. Do I imderstand that these three gentlemen are here now? 

Senator La Follette. Yes; they are here, and have come purposely to attend upon 
the hearing. They will be very brief, all except Mr. List. It would probably take 
some little time to put in his testimony, because he has taken the evidence of railway 
presidents and railway officers 

Senator Pomerene (interposing). Mr. List is the attorney for the* Interstate Com- 
merce Conunission, as I understand, and has records taken by the commission bearing 
upon wastefulness of operation of railroads, and that they have not operated the 
transportation systems since they came back into the possession of their owners in 
compliance with the Esch-Cummins law; that they have wasted and squandered 
their resources, and therefore are not in a position to ask for further indulgence in the 
way of credits? • 

Senator La Foi^lbtte. A number of things along that line, being evidence taken 
by the commission. 

Senator To wnsend . Senator La Follette, would that involve calling in the members 
of the Interstate Commerce Commission who instigated that investigation some time 
ago, as I understand? 

Senator La Follette. I do not think it would. All I desire to do is to get before 
this committee the testimony and facts which have alr^uiy been secured by the 
Interstate Commerce Commission, and that testimony comes entirely from the rail- 
way executives themselves and their official staffs, or I think almost entirely from 
that source, testimony and datJt which bears upon the proposition to which I referred. 

Senator Townsbnd. As I understood it some time ago, though I have not talked to 
the members of the commission lately, they were not satisfied with the reports which 
had been circulated, or with some testimony, or with some part or parts of the testi- 
mony that had been taken, and were proceeding further to investigate some of the 
charges made, first, I believe, by a Member of the House from Alabama. 

Senator La Follette. If the chairman will permit me, they are proceeding upon 
an order which they themselves issued on their own motion, in January, I believe, 
and I think it was January 4, to conduct investigations. 

Senator Pomerene. ^^en you asy *' they,*** do you mean the Interstate Commerce 
Commission? 

Senator La Follette. Yes. And they sent out their attorneys, to New York and 
Chicago and to Pennsylvania, and they held hearings, and the record of the evidence 
taken — and I have it here this morning — ^is in charge of the attorney who conducted 
many of the examinations, and there are certain portions of that testimony I would 
like to offer. 

Senator McLean. Senator La Follette 

Senator I^a Follette (interposing). Let me add on the point the chairman was 
making that more testimony would have to be taken or might have to be taken, that 
the attorney conducting the examination is here with the record of all the evidence. 
I think this committee is entirely competent to judge of the testimony which these 
railway executives and the' members of their staffs have given. Indeed, it consists 
very largely of admissions they have made with respect to their expenditures of monay. 

Senator McLean. Do I understand, Senator La Follette, that the returns furnished 
by the railroads to the Interstate Commerce Commission show a misappropriation of 
funds? 

Senator La Follette. My understanding of this matter is that many months ago, 
long before the Interstate Commerce Commission instituted its inquiry upon its own 
motion, the commission, or some members of the commission who Were examining 
the returns made from time to time by the railroads, became interested or perhaps 
anxious as to some of the expenditures which Were being reported and instituted 
inquiries by correspondence. I have seen some of the letters that passed between 
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radlroad executives and the member or members of the commiSBion who \rere 
assigned to examine the returns. The answers of the raiiS/ray executives did- not 
elicit the information desired by the commission, or at least the answers were* unsat- 
isfactory. Therefore ^e Interstate Commerce Commission, upon iter own motion, as* 
early, I think, as the 4th day of last Januarv, set on foot, by an order which the com- 
mission issued, an investigation of this subject, and, proceeding imder that order, 
they have taken the testimony to Which I rerfer. 

Senator McLean. Of course, if the returns themselves show a misappropriation of 
funds, the Interstate Commerce Commission, in conjunction with the Director Gen- 
eral of Railroads, can take advantage of it in making settlements. If the returns do- 
not show a misappropriation of funds, but frauds or whatever they may be are based 
upon indications in reports from the carriers, the carriers undoubtedly will want an 
opportunity to appear and meet any testimony Which may^ave been brought out 
or explain any statements which may have been made. 

Senator Kellogg. That whole statement has been investigated by the Interstate 
Commerce Commission, and they have not completed it yet. 

Senator McLean. That is what I was going to say. So it seems to me you would 
open up an inquiry here which would be of no benefit to anybody in the settlementt 
of these claims. It is very important that this matter should, be settled. ; 

Senator Towns'end. Let us see if we understand the real issue before this committee 
now. My imderstanding of it is that this proposition is one to settle the accounts 
between the railroads and the Government, and 

Senator La Follettb (interposing). Do you mean this le^lation? 

Senator Townsend. Yes. The Government holds securities taken under the law 
and originating under Government ^control; it holds securities against the railroads 
for a defiinite time fixed by the law. The Government owes the railroads certain 
amounts of money, those amounts to be determined by the Railroad Administration 
in the course of the settlements. They have settled some of them in full. This legis- 
lation attempts to dispose of securities which the Government now holds to private 
individuals and with the money thus secured to settle with the railroads. As I 
understand it, that is the sum and substance of the legislation. What I am curious 
to know is, what effect extraneous matters would have upon that situation? 

Senator La Follette. That is not the issue, as I understand it. Broadly stated, 
I think this is the proposition: The railroad companies are indebted to the Govern- 
ment in a very large sum. The Government owes the railroads. This legislation 
proposes that the Government shall not collect from the railroads the amount the 
roads owe the Government, but that it shall accept seciurities the payment of which 
will be deferred for some time and accept them under the conditions laid down in 
this bill, which I think is certain to leave the Government in the possession of secur- 
ities that may be of little value, and that the Government is to pay money out of 
the Treasury to the railroads upon the amounts which the several railroads claim 
the Government owes them. 

The railroads are here seeking through this proposed legislation the favor of an 
extension of time upon what they ow© the Government, although the Government 
is in need of money quite as much as the railroads can be. The Government must 
wait, if this bill passes, for the sums that are due from the railroads, but it is to be 
required to pay to the railroads upon their claiihs amounts of money which in the 
aggregate is a very large sum. 

I think this bill raises the question as to the honest and economical operation of 
the transportation lines in compliance with existing law, which law, I believe, that 
the testimony taken by the Interstate Commerce (S^mmission and now in their files 
will show that they have violated the law, and that they have wholly failed to operate 
their roads honestly and economically. 

This raises two issues: 

(1) That they have no claim upon the Government for flavors and 

(2) That it raises the question of the condition of their finances and whether they 
actually need the credit of the Government. I think the testimony very pertistieii*. 

Senator Townsend. This bill does not provide in ref^ence to settlements with the 
railroads, in the taking of securities, anjrthing new. fhat is already in the law. The 
settlement proposition is already provided for by statute, and that is going' on, and 
we are taking securities in compliance with the law. The only question is whether 
we shall handle those securities, hold those securities — and some of them I think ^can 
be sold now by the I^esident, but there is no provision under law at present for uarng 
the War Finance Corporation as a means of negotiating a sale of securities to the pub-He, 
thus relieving the Government in the handhng or holding of those securities; and it 
yre can believe what the director general has said, with the exception of the New YoA, 
New Haven & Hartford securitie,s, which were accepted by Mr. l^cAd^oo or Mr. ffines 
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and are now in the possession of the Government, the securities are all good under 
ordinary conditions. The director general testified that he takes in no securities 
that he does not regard as good,,and will take none other, whether this law is passed 
oat not, as far as that is concerned. 

Senator La Follette. I think the answer to that, Mr. Chairman, if you will pardon 
me, is that if those railroad securities are good there is no reason why the railroads 
should not go out and negotiate them and get the money and pay what they .owe to 
the Grovernment. 

Senator Stanley. Do I understand the main purpose of this bill is to enable the 
War Finance Corporation to sell securities to the public? That is the hope of this 
bill, as I understand it. The purpose of this bill is to enable the War Finance Cor- 
poration to utilize $400,000,000 or $500,000,000 that has been turned over to it by the 
Federal Government for the purpose of purchasing railroad securities, to make money 
thus available, rather than to make a direct appropriation out of the Federal Treasury. 

Senator La Follbtte. The money is taken from the Treasury. 

Senator Stanley. The selling of the securities is the bouquet of the bill. 

Senator Pomerene. If I may make a suggestion, Senator La FoUette's motion as 
amended contemplates calling certain witnesses who want to be heard directly upon 
the merits of the bill pending before the committee. The other witness, Mr. list, if I 
have the name correctly, would make a statement and introduce testimony which has 
been taken on the subject of economies, etc., in railroad management. 1 can under- 
stand how that testimony would be very, very pertinent if we were passing upon the 
question as to whether there should be certain increases or decreases m the tariff rates, 
etc. It seems to me that the testimony of this last witness I named [Mr. List] might 
not be so very pertinent so far as the issue presented by this bill is concerned, and if the 
Senator [Senator La I'ollette] wiU divide his motion, I shall be very glad myself to vote 
to hear tne other witnesses on the subject of the pending bill. 

Senator La Follette. I made a motion to hear Mr. Johnson first, but said I would 
follow that motion with a motion to take the testimony of Mr. Sheppard and another 
motion to take the testimony of Mr. LiiSt. 

Senator Pomerene. I know that motion was made and then the suggestion was 
made that they all be included in the one motion in order to get a vote on the question. 

Senator La Follette. In order to get the matter clearly before the committee, I 
now move that we hear Mr. Johnson. 

Senator Pomerene. And was it Mr. Sheppard that you included with him? 

Senator La Follette. Yes. I would then move to near Mr. Sheppard. 

Senator Pomerene. I shall be glad to vote to hear tiiem; but in view of the state- 
ment made here, and I accept the statement as correct, that the Interstate Commerce 
Commission is investigating the other subject and have not come to any conclusion, 
it seems to me, as I view this legislation, it would be taking up our time unnecessarily 
to go into that matter in this connection. But I think these other witnesses ought to 
be heard. 

Senator Watson. Mr. Chairman, Senator La Follette said the other day he wanted 
to call a number of witnesses and go into the whole question of railroad management 
and mismanagement and profligacy. He stated this morning that one object in calling 
these witnesses was to show that they had squandered assets; that if they had not done 
that they would have some money with which to pay their bills. It is very manifest 
that the purpose in calling these witnesses is to go into that whole question. This 
committee held hearings for two months on that very subject and heard one side, 
and the labor side was to have been heard, and but for the illness of the chairman 
(Senator Ciunmins) would have been heard before this; and there is no question but 
that they will be heard and that the whole question will be gone into, for Senator 
Cummins has said if he is not able to attend some one else will preside, probably the 
present or acting chairman, and that the commijbtee will go on with the hearings and 
ga into the whole situation and find out the true conditions surrounding the railroads 
and Vhether other legislation is necessary in order for them to do the transportation 
business of the coimtry. In view of that statement and intention why open up a 
problem of this kind on the pending bill? It seems to me it would not only be irrele- 
vant but an actual waste of time. 

Senator La Follette has made a motion that certain people be heard. In order that 
the question may be definitely before the committee I move as a substitute that the 
hearings be now closed. 

Senator Stanley. Mr. Chairman, I hope the Senator (Mr. Watson) will not insist 
upon that motion for 

Senator Watson (interposing). The Senator does insist upon the motion, and stren- 
uously. 
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Senator Stanley. I am deeply sensible of the fact that the railroads of this country 
Hre more than probably in such condition that they need, that many must have, aid 
from the Federal Government. We are standing between Federal aid and Federal 
ownership, in a way; and as between the two extremes I should favor fiurther aid to 
Federal ownership. But it seems to me it is perfectly manifest that the bill which 
has been lately passed to afford aid to the farmers is a promise *'made to the ear and 
broken to the hope /'if this bill passes in the form in which it is written . I am morall v 
certain that the assets of the War Finance Corporation will be exhausted by the rail- 
roads and that the farmers will get what the httle boy shot at. I am not in favor of 
taking moneys available to relieve the distressed condition of the agriculturists of 
this country and turning it over to the railroads of the country. 

Mr. Chairman and gentlemen of the committee, this bill was not prei>ared by any 
Senator. This bill is not the expression of any popular demand. This bill is not 
the expression of the will of the Senate. This bill is brought in here by parties 
outside. It is what is called an administration measure. And I have neard so 
much about the will of the administration being carried into effect without the 
dotting of an i or the crossing of a t, or an irrelevant suggestion by an insurgent Con- 
gressman or Senator who dares to be impertinent enough to express the opinion 
that the will of the powers that be might be better expressed in some other language, 
or their purposes better carried out in some other way. I for one have never been 
in favor of having the Senate or the Congress of the United States become the mute, 
docile, unthinking recorder of the Executive will; and for one I protest now agarnst 
bringing bills into committees of this Senate already prepared, and after statements 
by those only who speak the language of the Administration, after that semblance 
of hearings to absolutely muzzle labor, ex-director generals, and secretaries of the 
Treasury, no matter what their knowledge, no matter what their experience, no 
matter what their patriotism, no matter what their point of view if tney happen 
not to be in absolute and docile accord with a certain program. Not only shall their 
will not be carried into effect but tiieir mouths must not be opened. I am i^ainst 
that sort of gag rule in committees, and am against it in the Senate, and I want to 
say that nothing will so tend to injure the cause of the railroads, and the railroads 
themselves can be guilty of no greiater folly, than to lend their assistance to such 
rough rider and steam roller proceedings. 

Senator Townsend (presiding). Senator Stanley, speaking from my own experience 
I will say I have never heard that the President has even suggested that the bill pre- 
pared by the administration and presented to the Senate should be passed without 
the dotting of an i or the crossing of a t; nor has the President ever intimated to me 
that such a resolution must be passed. He has simply, in his two talks with me, 
given me his views on this subject, a subject to which he has been giving a great deal 
of attention, and asked that the matter be brought up for consideration by the Senate. 
That is what the bill was introduced for. The hearings thus far held, as I understand 
it, and as stated before we ever took any testimony, were to make clear the object 
and intention of the bill. I explained that I called two witnesses from the adminis- 
tration on the question of the situation if the bill should become a law, to get their 
views. That isall the testimony was taken for. There was some cross-examination 
in which some other matters were brought out, but they were here to explain just 
what the bill is and to leave to the committee to determine whether it would proceed 
to consider it or nor, or whether it would proceed to hold hearings, and to what extent 
we would go if we held hearings. And you know how much these matters are delayed 
sometimes if general hearings are begun. When you take up one side you have to 
hear the other side. If you hear the Interstate Commerce Commission you must 
hear the railroads, and labor, and business men who may want to be heard telling 
why they want this legislation, the creditors of the railroads. If you go into the matter 
from one side I can not see any place to stop with reference to hearings. So far as I 
am concerned if anybody has got any light to throw on the merits of this bill and 
will confine himseli to tne bill, as the witnesses who have already appeared have 
done — except they have been drawn out into a wider field by questions propounded 
by members of the committee — I certainly have no objection. But I can not see 
any use of going into general hearings, and, as I have already stated, if you start with 
one side you must hear others. 

Gentlemen of the committee, if you are ready for the Question it is 

Senator Pittman (interposing). Do I understand that tnis motion is going to close 
any further consideration of this bill? 

Senator Townsend. Oh, no. 

Senator Watson. It will put the committee in position to go on and consider the 
bill. 

Senator Pittman. I understood the motion to be that the matter be closed? 
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Senator Watson. Oh, no; it was to close the hearings and give the committee an 
opportunity to go ahead and consider the bill. 

Senator Pittman. I understood first that that was what Senator Watson's motion 
was. 

Senator Watson. Well, if that was it, I withdrew that. 

Senator Pittman. I have some suggestions to make to the committee. 

Senator Townsend. They will be considered. 

Senator Pittman. Then I have nothing further to say on this subject. 

Senator Townsend. The clerk will .call the roll. 

Senator Pittman. I have delivered to the acting chairman a letter addressed to 
Chairman Cummins, from Senator Smith, of South Carolina, asking the committee 
to permit Senatar Stanley or mvself to cast his vote on this bill. I would like to know 
what action will be taken on that matter? 

Senator Kellooo. It was objected to the other day. There was objection made to 
permitting anybody not present to have his vote cast. 

Senator Pittman. I have no objection to any member of the committee casting the 
vote of any other member absent if the member present knows how he would vote. 
Senator Smith in his letter says he is unavoidably required to be absent and asks the 
committee to permit Senator Stanley or myself to cast his vote, he having discussed 
the matter with us and given us his views. 

Senator Stanley. As I understand it if Senator Smith were present he would vote 
in favor of calling Mr. McAdoo. 

Senator Pittman. Yes; and he would also vote against closing the hearings at this 
time, and would vote against reporting the bill out in its present form. 

Senator Kellooo. I object to anyone casting Senator Smith's vote in his absence. 

Senator Townsend. Even if that were permitted the vote would be offset by that 
of Senator Meyers. He did not ask me to vote for him, but he wanted to vote for the 
bill as presented and wanted it done immediately. I would not feel like casting his 
vote even if there were no objection because I have his views only in a general letter. 
But if present I think he would vote as I have stated. I do not know what Senator 
Underwood would do if he were here. 

The clerk will call the roll. 

Senator Pomebene. The vote is being taken on Senator Watson's substitute. 1 
want my vote considered in the light of what I have said. 

The roll was called and the vote announced by the clerk as follows: Senator Freling- 
huysen, aye; Senator Kellogg, aye; Senator La Follette, no; Senator McLean, aye; 
Senator Poindexter, aye; Senator Pomerene-, no; Senator Pittman, no; Senator Stan- 
ley, no; Senator Townsend, aye; Senator Watson, aye. 

Senator Townsend. The vote stands 6 ayes and 4 noes. The substitute is carried. 

Senator Watson. I now move that the committee proceed to a consideration of 
the bill. 

Senator Kellogg. I second the motion. 

Senator Townsend. Those in favor of the motion will say aye [a number of ayes], 
and those opposed will say no [several noes]. The ayes seem to have it. [A pause.] 
The ayes have it and the committee will proceed to consider the bill. 

Senator Pomerene. I want to make a very brief statement in view of something 
contained in the newspapers the other day after I had cross-examined Mr. Eugene 
Meyer. The papers reported me as saying that I regarded this bill as a handout to 
the railroads. 1 made no such statement, and no statement which could by any 
possibility be distorted into the language which was put in my mouth by the news- 
papers. I had heard it designated as a handout to the railroads, and, in substance, 
without repeating the statement that led up to the final question, I put the question 
in a general way as to whether this was in any wise a handout, to which Mr. Meyer, 
in substance, said it was not. 

Senator Townsend. The committee will now proceed to consider the bill. 

(The proceedings of the committee during the consideration of the bill were n'/t 
reportea.) 
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